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Now — the NEW secrionat service counte 


tion against fire to your valuable records, )4 


This new Remington Rand Service Counter 
has all the advantages you’ve been looking 
for. Just check this list and see for yourself: 
1. Your customer is waited on in comfort at 
a counter 50” high. Your clerk waits on him 
in comfort seated at a desk 31” high, with 
everything she needs within easy reach. 

2. You save costly floor space with this sec- 
tional counter. Use one unit for the one- 
clerk office; combine units for the district 
office. 

3. The working side can be fitted either 
with steel cabinets or with insulated Safe- 


Cabinets to give at least one hour’s protec- 


Remington Frand. 


hours a day. 

Your clerks will do better work; your offie 
will look far more attractive, with thi 
counter planned for you. Send the coupo 


today for full information. 


Remington Rand Inc. 
Room 1360, Management Controls Library 
315 Fourth Avenue, New York 10, N.Y. 


I'd like full details on your Sectional Service 
Counter. 





Address___ 
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From B&W Research and Development .. . 


a practical 
solution 
cost problem 


EX pIVID 





A practical, long-proved solution to rising construc- 
tion costs may be found in the B&W Divided- 
Furnace Boiler. Whether it is a problem of con- 
serving height, width, or both—especially for units 
with large heat input—B&W’s Divided-Furnace 
design offers remarkable economies. The sketches 
on the opposite page show typical savings in space 
for twin-furnace and triple-furnace construction as 
compared with single-furnace construction. 


supply of water. With the B&W Cyclone-Steam 
Separator, circulation in division walls of B&W 
boilers has always been more than ample—as proved 
by long-term central station operation at boiler de- 
sign pressures as high as 2650 psi. Many years of 
experience stand behind B&W’s Divided-Furnace 
construction with all types of large units—Radiant, 
Stirling, and Open-Pass. Over 75 B&W Divided- 
Furnace Boilers are in operation—many for over 


A furnace division wall receives heat from both 
sides and therefore must be assured an adequate 


10 years—and more than 80 units are under con- 
struction, for the following electric utilities: 


Alabama Power Company e Appalachian Electric Power Company e Arkansas Power & Light Company 
Cincinnati Gas & Electric Company e City of Los Angeles @ Cleveland Electric illuminating Compony 
Commonwealth Edison Company e Consolidated Edison Company of N. Y. Inc. e Consolidated 
Electric Light & Power Company of Baltimore e Dallas Power & Light Company e Detroit Edison Compo 
Duquesne Light Company e Electricite France « Georgia Power Company e Houston Lighting & Po 
Company e Indiana & Michigan Electric Company e Jersey Central Power & Light Company e K 
Utilities Company @ Long Island Lighting Company « Middle South Utilities, Inc. ¢ Monongahela Po 
Company e Niagara-Mohawk Power Corp. e Northern Indiana Public Service Company @ Ohio Edi 
Company e Ohio Power Company e Pacific Gas & Electric Company e Pennsylvania Electric Compe 
Philadelphia Electric Company e Public Service Company of Colorado e Public Service Compory 
Northern Illinois e Public Service Company of Indiana Inc. « Public Service Company of Okiahome ¢ 
Service Electric & Gas Company @ Southern California Edison Company e Tennessee Valley oni 
Texas Electric Service Company « Texas Power & Light Company @ Toledo Edison Corp. « Union Dei 
Company @ West Penn Power Company e Wisconsin Power & Light Company 
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SINGLE FURNACE TWIN FURNACE TRIPLE FURNACE 
EFFECT OF DIVISION WALLS ON BOILER WIDTH—KEEPING HEIGHT CONSTANT 
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SINGLE FURNACE TWIN. FURNACE TRIPLE FURNACE 


EFFECT OF DIVISION WALLS ON BOILER HEIGHT—KEEPING WIDTH CONSTANT 


ADVANTAGES OF DIVIDED 
FURNACE CONSTRUCTION 


Provides greater cooling area 


without increasing furnace volume 


Reduces steel and other material 

Division wall furnace construction: is used in combina- costs by keeping boiler and build- 
tion with other significant achievements of B&W Re- 
search and Development, including the Cyclone Furnace, 
Pressure-Firing, Gas Recirculation, and improved alloys Lowers furnace construction costs 
for high steam temperatures. Widely accepted through- 
out the power industry, these modern B&W advances Cuts operating costs by reducing 
are making major contributions to more economical and slagging in furnace and in convec- 
reliable steam generation. tion surface 

B&W’s continuing program of progressive research 
combined with its broad experience in designing and Triple furnace boilers for 1 boiler 
building boilers with the highest capacities in existing 1 turbine units of over 200,000 KW 
pressure-temperature ranges, assure you of the most efhi- capacity are now being constructed 
cient and economical solutions to your specific steam 
generation problems. 


ing volume to a minimum 
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N* that the public utility holding 
company integration program is 
drawing to a close, a good many people 
in the industry and in regulatory circles 
are wondering what will happen to the 
SEC Division of Public Utilities. This 
is the division which has supervised the 
approval and modification of the various 
holding company plans of reorganization 
through the recent years when § 11 of 
the act required the breaking up of the 
large holding company organizations. 


AT a recent seminar of public utility 
executives at the University of Michigan 
in Ann Arbor, SEC CHairMAN DONALD 
C. Cook made some thoughtful com- 
ments about what he believed the SEC 
could continue to do in the way of carry- 
ing out further administration of the 
Holding Company Act. In a word, 
CHAIRMAN Cook found that § 30, rela- 
tively unnoticed, provided for a long- 
term study of utility operations, with a 
view to improving their geographic and 
economic efficiency, and that is what he 
proposed should be done. 


THERE was varied reaction to CHAIR- 
MAN CooK’s interesting suggestion, 
ranging from the more cynical view that 


‘ * se 
htt 


DONALD C. COOK 
SEPT. 11, 1952 


the SEC might be simply trying to make 
work, to the attitude that the SEC might 
well continue, on a relatively permanent 
basis, to give valuable assistance by way 
of advisory recommendations on gas and 
electric utility operation structures. In 
a forthcoming issue, we shall endeavor 
to bring to our readers some of the more 
thoughtful reactions along these lines by 
qualified observers, 


UT a good starting point would have 

to be a restatement of CHAIRMAN 
Coox’s original purpose. For that rea- 
son, we are publishing as our opening fea- 
ture in this issue an article prepared for 
us by CHAIRMAN Cook which states, in 
substance, the ideas originally broached 
and discussed by him at Ann Arbor 
earlier this summer. 


Tus much is certain. The SEC has 
developed, over the years, a staff with 
economic qualifications and knowledge 
of utility company operations unique 
from the standpoint of corporate and 
financial relations. This staff had to be 
developed from scratch because nothing 
quite like the requirements of the Hold- 
ing Company Act had ever made it neces- 
sary to call upon exactly the same type of 
expert knowledge—prior to the effective- 
ness of that statute. 


THE question therefore arises whether 
the industry could benefit from the con- 
tinued ‘employment of this skill and 
knowledge along the lines suggested by 
CHAIRMAN Cook. On the other hand, 
would it be better if such functions, if not 
such personnel, were absorbed by the 
Federal Power Commission for work 
along allied lines under the Federal Pow- 
er Act? Or has the need of such knowl- 
edge and training been superseded by the 
accomplished fact of holding company 
reorganization? These are not questions 
which can be easily or quickly answered. 


CHarrMAN Cook is especially qualified 
to talk about the work of the SEC staff, 
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What goes on at this Round Table? 


@ They could be exchanging ideas on new 
financing . . . discussing the cost of new 
money .. . hearing an expert appraisal of 
long-term trends for utilities. 

Those present, in addition to the public 
utility executives, include experts from 
investment banking institutions, insur- 
ance companies, rating agencies—and 
from numerous other types of financial 
organizations. 


Yes, this is a typical Public Utility 


‘Round Table” at the Irving. Last year 
alone, 146 representatives from 85 utility 
companies attended these sessions. 


These “Round Tables,” now going into 
their sixth year, are one of the ways we 
seek to serve the public utility industry. 
As specialists in this field, we are con- 
stantly on the lookout for ways to be of 
practical help. If your company has an 
unusual problem, that’s the kind of chal- 
lenge we welcome. 


IRVING TRUST COMPANY 


ONE WALL STREET + NEW YORK 15, N. Y. 


Capital Funds over $120,000,000 Total Resources over $1,300 ,000,000 
Wituram N. Enstrom, Chairman of the Board Ricuarp H. West, President 
Public Utilities Department—Tom P. Waker, Vice President in Charge. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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a 
GEORGE L, MACGREGOR 


because as a career official he served on 
that staff from May, 1935, to July, 1945, 
when he was assistant director of the 
public utilities division. After several 
years as counsel with other government 
agencies and in private law practice, MR. 
Cook was first appointed to the com- 
mission in November, 1949, and was 
made chairman last February. He is a 
graduate of the University of Michigan 
(AB, ’32; MBA, ’35) and George Wash- 
ington Law School (JD, ’39; LLM, ’40). 
He is also a certified public accountant in 
Maryland, 


* * * * 


, eer article in this issue comes to 

us from the pen of the chairman of 
an important regulatory commission. As 
in the case of CHAIRMAN Coox’s article, 
the article restating the fundamentals of 
utility rate making (beginning on page 
347) is the outgrowth of a provocative 
address made to the Pennsylvania Bar 
Association by CHAIRMAN Harorp A. 
Scracc of the public utility commission 
of Pennsylvania. CHAIRMAN ScrRaGc’s 
comments made such an impression at 
that time that we received from a number 
of our subscribers requests that he put 
them in the form of an article which 
could be published in Pustic UTILITIES 
FORTNIGHTLY, so that all those interest- 
ed in regulation could have the benefit of 
reading them. Upon our request, CHAIR- 
MAN Scracc kindly obliged. 
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WE know that our readers will profit 
from CHAIRMAN Scracc’s splendid 
analysis of certain basic questions in rate 
making which are sometimes more taken 
for granted than really understood. 
Under present-day inflationary condi- 
tions, public utility commissioners are 
faced more and more with the need to 
make judgments which will enable the 
company to survive and render proper 
service. The commission must accept the 
impact of inflation as it affects commodi- 
ties over which it has no price control. 
Its task, therefore, is to obtain the proper 
regulatory balance which will do justice 
to the utility consumer and investor alike. 


x * * * 


Wiss did “public relations” begin 
as a cultivated technique? It is cus- 


tomary to go back to the classical “face 
lifting” jobs which high-skilled profes- 
sionals did on such personalities as the 
late John D. Rockefeller or such organi- 
zations as the DuPont enterprises. But 
for a utility, building its public relations, 
we must inevitably go back to the com- 
munity which it serves. It is never too 
late to create future good will, according 
to the feature article beginning on page 
354. The problem is invariably more com- 
plicated when the customers are indebted 
to the company to any great extent. 


GeorGE L. MacGrecor, author of this 
article on building good will among cus- 
tomers who are also in debt to the utility, 
is president and general manager of the 
Dallas Power & Light Company. Born 
in Little Rock, Arkansas, in 1901, gradu- 
ated from the University of Texas (BS 
in electrical engineering), he started his 
career with the Westinghouse organiza- 
tion. He joined Dallas Power & Light 
as a sales engineer in 1929 and through a 
series of promotions became president in 
1941 and chairman of the board in 1944. 


THE next number of this magazine 
will be out September 25th. 
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GET LOWEST COST PER FOOT OF TRENCH 


e 15 m.p.h. road speed 

e@ One-man operation 

e Control of digging from cab or ground 

e Finger-tip controlled hydraulic hoist 
for Vertical Boom 

e Fastest digging speeds under all con- 
ditions — in everything from loam to 
coral rock, down to 48” deep — 


Barber-Greene 


SERVICE DITCHER 


with SRA 







DESIGNED THROUGHOUT FOR UTILITY SERVICE 










ALL-WEATHER 
ALL-GROUND 
PERFORMANCE 






© 5%", 74", 102” cutting widths 

e Digs clean trench—no ramp to be dug 
by hand 

e Hydraulic backfill blade available 

e Instant stop — quick reverse 

e@ Heavier construction; better traction, 
low bearing pressure 


FASTEST DIGGING UNDER ALL CONDITIONS 
Runabout digging speeds will § TYPICAL DIGGING SPEEDS Feet per Minute 


vary according to soil condi- 





tions. Here are typical ex- 











amples of actual Runabout TYPE OF SOIL Boom Size 5%" | 7%’ | 1044” 
performance: in 10 hours a | | 

Runabout drove 53 miles and Loose Loamy Soil idea! Conditions. ...... 12-16 | 12-16 8-12 
= hy Pn es a = Average Gravel Sell—Leose.............| 6-8 | 6-8 | 6-8 
yrs Saal ch cacalt cadens r+ Cemented Clay Gravel—Tight............| 3-6 3-6 3-6 
different services in an 8-hour Caliche, Partially formed Limestone... ... 2-6 2-6 2-6 
day. Send for Bulletin 705-A Coral Rock or Frozen Ground. ........... 1-5 1-5 1-5 
for full details. 








arber-Greene 


Aurora, Illinois, U.S.A. 





Coming IN THE NEXT ISSUE 


* 
THE TRANSIT INDUSTRY MARKS ANOTHER YEAR 


Harley L. Swift, president of the American Transit Association, has written 
a penetrating analysis of the problems which confront the streetcar and 
bus utilities of the United States as they meet this month in the annual 
convention of their industry's association at Atlantic City, September 22nd 
to 25th. What has been done and what can be done are the two major 
questions commanding the attention of the ATA. 


MATERIAL CONTROLS FOR THE TRANSIT BUSINESS 
The Honorable James K. Knudsen, Administrator of the Defense Transport 
Administration and member of the Interstate Commerce Commission, re- 
views the emergency controls setup of the DTA as it has been organized 
to take care of the material needs of the streetcar and bus operators. 


WHAT PRICE LOCAL TRANSIT'S FUTURE? 
Ralph Budd, now chairman of the Chicago Transit Authority, is a nationally 
known transportation executive who has moved from a life career in the 
private enterprise end of the business to head Chicago's expanding public 
authority operations in the transit field. Why he did so and what he hopes 
the authority can and will achieve are explained in this article. 








IS PUBLIC OWNERSHIP THE ANSWER TO URBAN TRANSIT? 
R. Gilman Smith, well-known New York transit expert, digs down to rock- 
bottom economics to find that public ownership—far from being a cure— 
is like dope being administered to a sick patient. It fails to solve or even 
come to actual grips with the industry's main operating problems of today. 


CITY TRANSIT—THE UTILITY STEPCHILD 
The author of this article, Gordon G. Steele, president of the Portland 
Traction Company, says that it will be a familiar story to transit people, but 
it is a story that needs to be told again and again. Among other points he 
covers is a criticism of the thought that tax remission would be of any major 
or lasting benefit. 


TRANSIT REGULATION NEEDS MODIFICATION 
Here is an expression of views by a member of the California Public Utilities 
Commission staff, J. G. Hunter, on the use of operating ratio as compared 
with the conventional "return on the rate base" in fixing fares for transit 
companies. Transit regulation, he says, should be tailored to meet changes 
and special conditions. 


* 


A | SO .. « Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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There’s a faster way! 








Our Cro-Magnon friend, who had lots of 
time on his hands, didn’t worry too much 
about getting work done faster, or at 
lower cost. 


For you—things are different! 


Because of today’s high cost of doing 
business, you cannot afford to overlook 
any opportunity for cutting costs. 


Specifically, we have in mind the efficient 
method of compiling bill analyses. 


Our one-step method of bill analysis does 

. away with the necessity for temporarily 
acquiring, training and supervising a 
large clerical force. Our experienced 
staff plus our specially designed Bill Fre- 
quency Analyzer machines can turn out 
the job in a few days at a cost that is 
often 14 the expense of having the work 
done in your own offices. 


We think you will find the booklet, “The 
One Step Method of Bill Analysis” most 
interesting. Send for it today. 











P.S. If you use punched cards for billing, 
we are also equipped to make your analyses 
from them. 


— — 


SAVES 50°% IN TIME AND MONEY 








This Bill Frequency Analyzer—developed especially for 
utility usage data—automatically classifies and adds 
in 300 registers—in one step. 


RECORDING AND STATISTICAL 
CORPORATION 
100 Sixth Avenue New York 13, N. Y. 
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Cube CEwke 


“There never 


was in the world two opinions alike.” 


—MOoNTAIGNE 





Ceci. B. De MILLE 
Motion picture producer. 


I. W. WILson 
President, Aluminum Company 
of America. 


Harry Fioop Byrp 
U. S. Senator from Virginia. 


FRANK W. ABRAMS 
Chairman, Standard Oil Company 
of New Jersey. 


EpitorIAL STATEMENT 
New York Journal-American. 


GeorGE SOKOLSKY 
Columnist. 


CrAwForp H. GREENEWALT 
President, E. I. duPont 
de Nemours & Co. 


RoswEL_L MAGILL 
President, The Tax Foundation. 
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“It is American business—big and small—that gives 
you prosperity—not government handouts.” 


> 


“The more authority that can be passed down the line, 
the more encouragement we can give to men below top 
levels of management, the better the company’s chances 
will be to bring new ideas out in the open.” 


> 


“I am convinced that further tax increases, if im- 
posed, will not only reach the confiscatory stage, but will 
actually result in diminishing returns.” 


> 


“When we let others take over a job we should do 
ourselves, we hand over one of the great joys of living 
—the satisfaction of personal accomplishment.” 


* 


“The place where the fat is in Federal employment is 
the Federal civil payroll, which has grown from about 
half a million in 1933 to nearly three million at the pres- 
ent time.” 


* 


“The bureaucracy has become an entrenched power in 
Washington with rights, privileges, and perquisites. To- 
day, the count of Federal employees comes to 2,559,000 
and costs the taxpayers $9.5 billion a year.” 


* 


“If taxation took away only the wealth of the indi- 
vidual, it could, perhaps, be borne although its unfair- 
ness would still be manifest. But what the tax gatherer 
destroys is man’s most powerful incentive to do his ut- 
most. That is a national loss we can ill afford.” 


* 


“Individually we are finding out that taxes have gone 
way beyond the point of being merely an annoying item 
in our individual budgets. They have become so great an 
item that we must struggle and plan—and even go into 
debt—to pay them. We must deprive ourselves of things 
we would like to buy, things that make life worth liv- 
ing, things that would be a fair exercise of our native 
liberty to use our earnings as we see fit. Taxes are high 
enough, so we don’t want to pay any more taxes.” 


12 
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Motorola 


... rst Choice 
OF THE POWER AND 
LIGHT COMPANIES 


From coast to coast, Motorola radio is 
the first choice of the great majority of 
power and light companies. Here’s why: 


Motorola radio increases operating effi- 
ciency. Radio contact with vehicles 
saves outage time and eliminates many 
return trips. Gasoline and repair costs 
go down, depreciation losses are reduced 
and valuable man-hours are saved for 
productive effort. And .. . best of all... 
customer service is greatly improved. At 
every step of the way Motorola boosts 
efficiency, increases profits. 


Motorola equipment is designed for top 
performance and long life. Superior 
components and research-tested circuits 
mean low operating costs, reduced main- 
tenance and obsolescence-proof equip- 
ment. Your investment is protected for 
years to come. 


Motorola radio equipment has a wide 
edge on competition. Motorola supplies 
the right equipment for your require- 
ments... anything from Handie-Talkie® 
radiophones, mobile units and fixed sta- 
tions to thousand-mile microwave net- 
works! Your system is engineered for 
your job. 

Write today for information and engi- 
neering assistance in planning your 
system. 


2-Way Radio 

















The shortest 
most economical 





distance 










between 






, two points... 
MOTOROLA 
2-WAY RADIO 




























Central dispatcher at remote control console. Two-way radio at his 
finger tips helps get repair crews directly to trouble spots. 







Line crew foreman using mobile radio. Instant contact with dis- 
patcher saves travel time, gets needed supplies, summons help in 






emergencies. 


WOO E 


Communications & Electronics Division 
4545 Augusta Bivd., Chicago 51, Illinois 


Rogers Majestic Electronic Ltd., Toronto, Canada 













REMARKABLE REMARKS—( Continued) 


EpIToRIAL STATEMENT 
The Wall Street Journal. 


LeEsLrE GOULD 
Financial editor, New York 
Journal-American. 


M. S. RUKEYSER 
Columnist. 


A. L. Lynn 
Vice president, Island 
Creek Coal Company. 


RALPH J. CoRDINER 
President, General Electric 
Company. 


LeonarD E. READ 
President, Foundation for 
Economic Education. 


CLAUDE RoBINSON 
President, Opinion Research 
Corporation. 


Bruce BARTON 
Columnist. 
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“It is not only a waste of taxpayers’ funds for gov- 
ernment agencies to propagandize and lobby for more 
funds, it is ethically quite wrong.” 


* 


“Taxes have got to be reduced as well as spending, 
unless the government is to take over all business. When 
a company has to earn two dollars for the government 
before it can earn one dollar for its share-owners, Social- 
ism is no longer just around the corner.” 


aa 


“Socialization of private industry hits the budget twice. 
First the initial capital investment adds to current goy- 
ernmental expenditures, and, secondly, when the project 
is completed, the substitution of government for private 
ownership takes a taxpayer off the tax rolls.” 


> 


“The American people must decide whether they want 
their electric power from private utilities, owned by mil- 
lions of stock and bondholders, or from a single Federal 
power monopoly subsidized by every taxpayer and ad- 
ministered by the bureaucratic whip and whim.” 


* 


“The banner of excellent performance is usually won 
by the team made up not of star individual players each 
trying to hog the glory and to play everyone else’s posi- 
tion, but rather of men of good ability working together 
as a team in defined positions and relationships.” 


¥ 


“Less than a century ago, the American citizen had 
freedom of choice in the use of 95 to 98 per cent of his 
income dollar—because the take of his agent—govern- 
ment—was only 2 to 5 per cent of earned income. Today, 
the take of government is over 30 per cent of the earned 
income in this country.” 


- 


“The problem of business believability can be solved 
and is being solved when companies work at it. Repeti- 
tion helps to establish believability. Hitler did it with 
the Big Lie. There is no reason why American business 
cannot do it with the Big Truth. People can verify it in 
daily experience.” 


> 


“Our ‘leaders’ seem to have no time to read, no faith 
in themselves or our cause. They are just too busy de- 
nouncing other nations, giving out interviews, arguing 
with Congress for more money, making more and more 
‘commitments.’ Nowhere in Washington, apparently, is 
there any single quiet room where anybody in authority 
sits and thinks. Never does it occur to anybody to sug- 
gest: ‘Let us stop rushing about for a few days. Let us 
be patient and consider.’ ” 
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All Progress Must First Be in the Mind... 








The independent 

engineering organiz on pro 
vides in @ single service the 
ombined skills and experi 
ence of leading architects and 
engineers in all fields ready to 
coperate with management 
peedily and efficiently, in the 
progressive development of 


American industry 
won 


pach 
OSI- 


Th 





Many of these projects are pic- 
tured and described in our new 
booklet *‘Coordinated Engineer- 
ing Services.” 


MACHINE DESIGN 


The Peter F. Loftus Corporation has the 
personnel and.the experience to render 
valuable engineering service in connec- 
tion with any project in the machine 
design field. 

Our work in this field includes the de- 
sign of steel mill equipment and rolling 
mill machinery, and other machinery to 
meet new operating practices and pro- 
duction requirements in various allied 
industries. 

Specifications outlining the exact re- 
quirements of the machinery and equip- 
ment to be developed are prepared by our 
engineers in cooperation with the client. 


Established 1923 


Peter F. Loftus Corporation 


ENGINEERING CONSULTANTS 
FIRST NATIONAL BANK BUILDING ° PITTSBURGH 22, PENNSYLVANIA 





ther 


CONFIDENTIAL 
SERVICE 
SINCE 1920 


When the problem is producing a superior printing job 
against a rush deadline, the answer is Sorg — specialists 
for over thirty years in financial, corporate and legal 


orinting. 


We're equipped to handle design, printing, binding and 
mailing all under one roof. And to further lift the pressure 
from our clients, we're available day and night. 





OVER EIGHT 
MILLION 
HORSEPOWER 


The Newport News Shipbuildin 
and Dry Dock Company has rg 
ceived orders for the building 

hydraulic turbines aggregating 
output of 8,150,000 horsepowe 








ASSEMBLY OF SPIRAL CASINGS FOR C. J. STRIKE DEVELOPMENT 


NEWPORT NEWS 


SHIPBUILDING AND DRY DOCK COMPANY 


Newport News, Virginia 
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SERVING THE PUBLIC AND 
INDUSTRY 24 HOURS A DAY 


COLUMBIA [E= 
GAS | ss 


* 








SYSTEM 


The Manufacturers Light and Heat Company 
United Fuel Gas Company 

The Ohio Fuel Gas Company 

Atlantic Seaboard Corporation 

Amere Gas Utilities Company 

Virginia Gas Distribution Corporation 
Virginia Gas Transmission Corporation 

Big Marsh Oil Company 

Central Kentucky Natural Gas Company 
Binghamton Gas Works 

Cumberland and Allegheny Gas Company 
Home Gas Company 

The Keystone Gas Company, Inc. 

Natural Gas Company of West Virginia 
The Preston Oil Company 
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Nici eles Of Commonwealth's 


service to utilities! 


Complete conversion services to gas distributing utilities 
planning to convert present gas burning equipment 
to straight natural gas, oil gas, or other types of gas service. 
Detailed advanced planning Trained fieldmen 
Experienced supervisory personnel Efficient operating methods for low-cost results 
Backed by a supervisory experience record of over 30 years in conversion work, 


covering hundreds of thousands of installations. 


We invite your inquiry. . . Write for our booklet describing our 
gas conversion services. Address: Department E 
INVESTIGATIONS 20 Pine Street, New York 5, N..Y 
REPORTS 
FINANCING 
ACCOUNTING VA y Yj yy, ,/) 
a wiintoaiwrdllh Sours Ge. 
PENSIONS 
RATES : : of 
DEPRECIATION ; F, and subsdiavues 
VALUATIONS Bs 
CONSULTING & DESIGN ENGINEERING © COMMONWEALTH ASSOCIATES INC. 


METERING - «COMMONWEALTH GAS CONVERSIONS INC. 
PURCHASING : 


meestnias & PORERCHANDISING | 20P ine Sed, New Yok NY 
GAS CONVERSIONS GacsenMidigan — Wiashingln, DC 
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Indication of Acceptance 


About one-third of all of the electric companies having 
operating revenues in excess of $45,000,000 have employed the 


services of our organization to assist in the solicitation of proxies 


for meetings of their stockholders. 


The managements of these and many other electric, gas and telephone 


companies find our services insure prompt and gratifying stockholder 


response. This is attested to by unsolicited letters of commendation and 


repeat employments. Please send for further information. 


DUDLEY F. KING 
Proxy Soliciting Organization 


70 Pine Street, New York 5, N. Y. 


National coverage provided through Zone Managers located in 30 principal cities 
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It is a peculiar thing that many of the toughest print- 
ing critics know little about the mechanics of 
printing. You find them on Wall Street and LaSalle 
Street and they judge printing chiefly with a stop 
watch. Our success in keeping them happy is reasonable 
assurance that we could do the same for you. 


L N be C oO L N financial printers 


NEW YORK (6): 130 Cedar Street * WOrth 4-3760 
CHICAGO (5): 732 Sherman Street + WAbash 2-400! 


sults 





Specialized service in all 

documents relating to 

corporate finance and 
stockholder and public relations. 
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Control room of Union's large modern refinery at Wilmington. Operators receive P-A-X telephon 
instructions to adjust the controls. P-A-X telephones give the Dispatcher precise control of oil flow. 


Organization with a sensitive nervous syste 


Hundreds of miles of Union 
Oil Company of California operations are 
kept under control 24 hours a day with a 
P-A-X Business Telephone System. 

The automatic, company-owned P-A-X 
telephone facilities speed work and provide 
added convenience and economies in all 
operations of Union Oil’s Southern Divi- 
sion. This widespread network of telephone 
communications links all levels of manage- 
ment to all company locations throughout 


the division. 


P-A-X is job-designed for dispersed operations 


Scores of oil companies have used speedy 
P-A-X Systems to improve refining opera- 
tions—control pipeline flow—tighten ad- 
ministration—tie all operations together 
in a unified communications system. P-A-X 





telephones, switchboards and circuits me 
the most exacting control needs of all i 
dustries where instant control over wi 
areas is essential. 

In the power industry, over 70 leadi 
power companies now own and use mot 
ern, automatic P-A-X Business Telepho 
Systems. 

P-A-X is a system of “inside” telephone 
separate from the public telephone system 
and owned by the user. It is complete 
automatic and establishes all “‘inside” cal 
within seconds, at any time! 

P-A-X service permits marked econ! 
mies in rental of city equipment. Manufat 
tured by Automatic Electric, the originat 
of the automatic telephone, P-A-X tel 
phones and switchboards are equal | 
quality to the finest equipment anywhere 
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George Robertson, Maintenance Engi- Fred Broughton, Union Oil's Communications 
neer, shown with Lenkurt Carrier equip- Engineer responsible for planning the P-A-X 
ment engineered and installed by Auto- Telephone System, is shown with the General 
matic Electric as an integral part of the Office switching equipment. 

over-all communication system. 


With 1200 miles of pipe lines, Union Oil saves dollars and time and resolves formidable 
problems of distance with its own telephone system. 


Widespread operations of Union 
Oil Company are knit together 
by a P-A-X Business Telephone 
System. Write for your copy 

of the illustrated 12-page 

result story. 


<7 ELECTRIC 
AUTOMATIC RY. FLECTRIC 


Makers of Telephone, Signaling and Communication e+. ap Engineers, Designers and Consultants 
Distributors in U.S. and Possessions: 
Automatic Electric Sales Corporation...1033 West Van Buren Street, Chicago 7, U.S.A. 
In Canada: Automatic Electric (Canada) Limited... 284 King Street West, Toronto, Ontario 
Export Distributors: International Automatic Electric Corporation, Chicago 
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ENGINEERS WHO KNO 


choose this modern gas control 
GASAPACK ... THE ONLY es NEW GAS CONTROL 





A 


Silent Operation Two-Stage 
Gasapack eliminates aggravating = = Flame Control 
operating noises common to Exclusive principle" stages 
‘inap-action controls. No flame from high to hoe 
bang-on, bang-off.” Quiet ‘ steady, even heat. Prac- 
— but positive. tically eliminates “cold 70.” 


Easy Installation; 
Simplified Service One Basic Unit 
Gasapack combines all 
Becessary gas controls in one - f 
compact unit. Provides 
utmost simplicity in 


Manual unit easily converted 
installation and service. 


to automatic operation by 
addition of electric thermostati 


With GASAPACK = 
pie 
_ 
Mi 


Designed for modern heating by the Gasa- efficient control . . . easy and economical to install. 
pack is the answer for a simple, compact, highly Completely silent, safe and dependable in opera 


tion, it’s a profit-maker in customer satisfaction. 
“DEPENDABLE Controls 


for modern gas heatin 
A-P CONTROLS CORPORATION 


(formerly Automatic Products Company) 
2470 N. 32nd Street @ Milwaukee 45, Wis. @ In Canada: A-P Controls Corporation Lid., Cooksville, Ont 
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OVER & YEARS 
ROOF OF PERFORMANCE 
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SOME OF THE MANY UTILITIES 
USING THE LEECE-NEVILLE 
ALTERNATOR SYSTEM 


Monroe County Electric Coop. 
Pennsylvania Power & Light Co. 
Southwestern Public Service Co. 

Central Arizona Light & Power Co. 

Kansas Gas and Electric Co. 
San Diego Gas and Electric Co. 
Kansas City Power & Light Co. 

Arkansas Power & Light Co. 

Ozarks Rural Electric Coop. 


Ilinois Bell Telephone Co. 





oom 
| You CAN 


LTERNATOR SYSTEM 


Since 1946 Leece-Neville AC-DC Alter- 


- nator Systems have been delivering un- 


matched performance. On 2-way radio 
cars and trucks...or wherever current 


_ demands are high, L-N Alternators give: 


© 25 to 35 amps with engine idling 
e ample capacity to carry the 
entire electrical accessory load 


e fully charged batteries always 
e better radio operation 


~ There are L-N Alternator Systems rated 


at 50 amps and 80 amps for 6-volt sys- 
tems; 60 to 150 amps for I2-volt systems. 


. Ask us to arrange a demonstration of the 
. L-N Alternator for your fleet. Or write for 
. all the facts. The Leece-Neville Company, 


Cleveland 14, Ohio. Distributors in princi- 
pal cities...Service Stations everywhere. 


4 ELY ON Heavy Duty Automotive Electric Equipment for Over G3 Yea 
_——~ . Se ee : ee, . see — 


neville | 
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4 ey ‘ELLIOTT motors 
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FOR THE SMOOTH OPERATION Three Elliott 2000-hp, two-pole 


motors driving boiler-feed 


THAT HOLDS COSTS DOWN pumps in a central station. 





These big, quiet-running motors are as capable as they look. They are built 
on the Elliott “Fabri-Steel” principle, with frames of heavy steel plate, 
electrically welded—a method which permits a new freedom in design, 
new ease of accessibility and maintenance, new crack-proof strength, 
new enduring rigidity. 


Also available in outdoor design, armored against any weather, and 


dispensing with costly covering structures. The investigation of Elliott 
motors particularly suited to utility service may be interesting and valuable. 


ELLIOTT Company 


FOR MOTORS 1—200 HP: 
Ridgway Division CROCKER-WHEELER DIV., AMPERE, N. J. 


RIDGWAY, PA Plants at: JEANNETTE, PA. * RIDGWAY, PA. 
a a AMPERE, N. J. ¢ SPRINGFIELD, O. « NEWARK, N. J. 
DISTRICT OFFICES IN PRINCIPAL CITIES 
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New England Gas Association begins appliance servicing conference, Boston, Mass., 
1952. 





9 New Jersey Gas Association begins mecting, Spring Lake, N. J., 1952. 
Southern Gas Asso. begins round table on meter problems, New Orleans, La., 1952. 








Southeastern Electric Os teen ‘pene and Operation Section, will hold mect- 
ing, Atlanta, Ga., Sept. 25, 26, 1952 








Southern Gas Association will hold employee relations round table and transmission 
section round table on rights-of-way problems, Birmingham, Ala., Sept. 26, 1952. 





| Arkansas Telephone Association begins annual convention, Hot Springs, Ark., 1952. 





Pennsylvania Electric Association begins annual meeting, Pittsburgh, Pa., 1952. 





| Edison — tric Institute will hold accounting division organization meeting, Cincin- 
nati, Ohio, 1952. 





Rocky Mountain Telephone Association begins annual convention, Salt Lake City, 
Utah, 1952. 





. Oklahoma Utilities Association begins gas division meeting, Oklahoma City, Okla., @ 
1952. 





Public Utilities : oe of the Virginias ends annual mecting, White Sulphur 
Springs, W. Va., 1952. 





American Water Works Association, Missouri Section, begins annual meeting, Jefferson 
City, Mo., 1952. 





American Transit Association begins annual meeting and exhibit, Atlantic City, N. J., 
1952 





United States . Telephone Association will hold annual convention, Chicago, 
Tll., Oct. 13-15, 














American Water Works Association, Michigan Section, begins annual meeting, Battle 
Creek, Mich., 1952. 
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Courtesy, Bethlehem Pacific Coast Steel Corporation 
A s0-ton Electric Furnace Produces Special Steel 
The private electric power industry joins other heavy industries in the celebration 


of “Production for Freedom Week,” September 7 to 13, 1952. 





Public 
Utilities 


FORTNIGHTLY 


September I1, 1952 


SEC Plans under Section 30 of the 


Holding Company Act 


A little-known section of this well-known act, which caused 

some controversy during the early days of the Securities and 

Exchange Commission, is being dusted off for future applica- 
tion to the nation’s electric and gas operating properties. 


By tHE HONORABLE DONALD C. COOK* 
CHAIRMAN, SECURITIES AND EXCHANGE COMMISSION 


HE Public Utility Holding Com- 

pany Act of 1935 contains a pro- 

vision, § 30, which has received 
scant attention in recent years, al- 
though at one time this section figured 
prominently in disputes over the com- 
mission’s early administration of the 
act. That part of § 30 which pertains 
to the utility industry directs the com- 
mission to make studies and investiga- 
tions of public utility systems for the 


*For additional personal note, see “Pages 
with the Editors.” 


333 


purpose of recommending in public 
reports the “type and size of geo- 
graphically and economically inte- 
grated .. . systems which, having re- 
gard for the nature and character of 
the locality served, can best pro- 
mote and harmonize the interests of 
the public, the investors, and the 
consumer.” 

Section 30 is the obverse of § 11. 
Section 11 directed the commission to 
reduce uneconomical holding company 
systems to integrated systems. Sec- 
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tion 30, on the other hand, directs the 
commission to report on how the util- 
ity facilities of our country may be 
more economically combined.’ 

While the commission to date has 
not had occasion to issue a comprehen- 
sive § 30 study, labeled as such, it has 
in connection with the reorganization 
and simplification of holding com- 
panies taken up many questions which 
would be within the scope of such a 
study. And it has also issued numer- 
ous reports under § 11(a) which have 
many of the characteristics of such a 
study. But the great potentials of this 
section, including what it can con- 
tribute toward achieving a more effi- 
cient, economical, and dependable 
power supply for the nation, have 
never really been explored. 


OUSE and Senate committee re- 
ports mention this section only 
briefly, but nevertheless from the point 
of view of legislative history clearly 
indicate the congressional intent. 
A provision substantially the same 


1 References to § 30 herein refer only to the 
paragraph pertaining to the electric and gas 
industry and not to the paragraph dealing with 
investment trusts. The paragraph dealing with 
the electric and gas industry reads as follows: 

“The commission is authorized and directed 
to make studies and investigations of public 
utility companies, the territories served or 
which can be served by public utility companies, 
and the manner in which the same are or can 
be served, to determine the sizes, types, and 
locations of public utility companies which do 
or can operate most economically and efficient- 
ly in the public interest, in the interest of in- 
vestors and consumers, and in furtherance of 
a wider and more economical use of gas and 
electric energy; upon the basis of such investi- 
gations and studies the commission shall make 
public from time to time its recommendations 
as to the type and size of geographically and 
economically integrated public utility systems 
which, having regard for the nature and 
character of the locality served, can best pro- 
mote and harmonize the interests of the public, 
the investor, and the consumer.” 
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as § 30 appeared in the bills as initially 
introduced in both houses. An analysis 
of the Senate bill, submitted to the 
Senate committee by Senator Wheeler 
stated, in part, with regard to this 
provision : 

This section is designed to promote 
the gathering of information and data 
which will serve as the basis not only 
for the reorganization and simplifica- 
tion of holding companies preparatory 
to their dissolution, but also as a basis 
for future action by operating com- 
panies in organizing themselves so as 
best to serve the public. 


It seems clear from this statement 
that § 30 was to be utilized not only in 
connection with the reorganization 
and simplification of holding com- 
panies pursuant to § 11, but for a sec- 
ond purpose as well. That second pur- 
pose involved the examination of the 
entire electric industry and the entire 
gas industry to see whether the re- 
sources represented thereby could be 
more efficiently and economically 
utilized for the benefit of the Ameri- 
can people. 


| pose the Holding Company Act 
was passed in 1935, the commis- 
sion’s primary duty was to achieve 
compliance with § 11, both §§ 11(b)- 
(1) and 11(b)(2). Section 11 re 
quires the elimination of useless hold- 
ing companies, the divestment of prop- 
erties not part of a geographically in- 
tegrated system, and a requirement 
that both registered holding companies 
and their subsidiaries take such steps 
as the commission shall find necessary 
to ensure that the corporate structure 
or continued existence of any com- 
pany in the holding company system 
does not unnecessarily complicate the 
structure or distribute voting power 
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inequitably. It is, as the Congress 
sated, the “heart” of the statute, and 
the commission was instructed to carry 
out its provisions “as soon as prac- 
ticable.”” 

The commission at the outset faced 
a choice of whether to proceed with 
enforcement of these provisions under 
either § 11(d)—the so-called com- 
pulsory provision, or under § 11(e)— 
the so-called voluntary route. The 
commission has the power both to 
draw up plans of its own and through 
court proceedings force its program 
of compliance on the companies, or it 
can encourage the filing of voluntary 
plans by the various company manage- 
ments, and leave to them the choice of 
the wide range of fair and lawful 
methods for achieving compliance. 


H” the commission chosen the first 
alternative, it would have had to 
map out a blueprint of its program for 
each system, and would probably have 
written comprehensive § 30 reports in 
connection with the formulation of 
such proposals. It may be noted that 
during the early days, between 1935 
and 1938, before the commission had 
decided which course it would follow, 
and while the constitutionality of the 
act was in litigation, the staff of the 
commission did prepare a large num- 
ber of reports which might have been 
made public as § 30 reports if the com- 


mission had chosen to follow the § 
11(d) route. Many of these blue- 
bound volumes, of great use in connec- 
tion with the administration of § 11, 
still reside in our files. But in the main 
their purposes already have been ac- 
complished and the changes which 
have been wrought by the act and the 
growth of the industry since that time 
now call for up-to-date, comprehen- 
sive studies. 

Had the commission followed the 
procedure of forcing § 11(d) plans 
upon the various managements, ex- 
tended litigation would undoubtedly 
have resulted and we would still be far 
from the substantial compliance with 
§ 11 which has been attained. 


HE commission, however, chose 

the other route of company plans 
voluntarily formulated. Although 
these have entailed extended litigation 
in some instances, progress has un- 
doubtedly been expedited by this 
choice. By choosing this route, how- 
ever, the commission made § 30 re- 
ports an wumnecessary step in the 
formulation of a plan of compliance. 
Furthermore, to have written § 30 re- 
ports at a time when all of the staff’s 
time was urgently needed to admin- 
ister programs of voluntary compli- 
ance with § 11, would have been an 
uneconomical and delaying course of 
action. 


have been accomplished. While there are a number of 


q “THE time is fast approaching when § 11 compliance will 


difficult individual problems still to be solved, certainly more 
than three-fourths of the program has been completed. 
Thus, where there were 211 holding companies subject to 
the act in 1938, there were only 58 as of June 30, 1952.” 
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Sty time is fast approaching when 
§ 11 compliance will have been 
accomplished. While there are a num- 
ber of difficult individual problems 
still to be solved, certainly more than 
three-fourths of the program has been 
completed. Thus, where there were 
211 holding companies subject to the 
act in 1938, there were only 58 as of 
June 30, 1952. And many of those re- 
maining to be eliminated are in the 
final stages of compliance. Moreover, 
about 20 holding companies will con- 
tinue in existence under our jurisdic- 
tion as regional, integrated systems. 

Thus, while § 30 has had and will 
have little significance in so far as § 11 
is concerned, it may nevertheless con- 
stitute a positive program of recom- 
mendations for action to be taken by 
operating companies to enable them 
better to serve the interests of their in- 
vestors and consumers as well as the 
public interest. 

In this connection, it should be noted 
that the language of § 30 does not re- 
strict the studies and recommendations 
to be made to subsidiaries of registered 
holding companies. Rather the com- 
mission is directed to study the situa- 
tion with respect to all operating elec- 
tric and gas utility companies. 

The statutory directive is, of course, 
very general, and in order to imple- 
ment it a specific program must be 
formulated. Just exactly what data 
would be gathered in a § 30 report? 
And what kind of recommendations 
might be made based upon such data? 

Counting a combination gas and 
electric company as two separate com- 
panies, there are approximately 860 
privately owned electric utility com- 
panies in the United States, and about 
the same number of privately owned 
SEPT. 11, 1952 


gas utility companies. In maki 


studies of the electric utility industn 
in addition to gathering informatig 
on the private companies, data wj 
also have to be compiled on the 
co-operatives, and the 2,100 municj 
pal, state, and other publicly own 
utility systems, 


ee an organizational point o 
view, it would appear desirable tq 
set up a group in the commission’s divi 
sion of public utilities which woul 
work exclusively on § 30 reports and 
recommendations. The division i 
now divided into several branches 
each handling the various proceedings 
with respect to designated holding 
company systems. It is doubtful if 
these groups could accomplish muc 
under § 30 while continuing their othe 
work. Even if they could there would 
be the added work of co-ordination be 
tween sections. 

In this connection, it may be noted 
that the Hoover Commission con 
firmed the experience of the SEC 
when it observed that those wrapped 
up in day-to-day operations generally 
do not have the time for the reflection 
and deliberation required for long- 
range planning, and that since efficient 
management requires policy planning, 
the assignment should go to persons 
specially appointed for that purpose. 

A § 30 group would necessarily 
have to have engineers, analysts, and, 
no doubt, the ubiquitous lawyer. 

Such a group would undoubtedly 
commence by identifying the major 
economic areas or regions in the 
United States and then proceed with 
more detailed studies area by area. 
For each area it would list the electric 
and gas utilities operating therein and 
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Requirements of Large-scale Operations 


Te utility business is big business. It does not exist in this 

country as a competitive industry in which as a matter of na- 

tional policy the entities are kept comparatively small in order to 

stimulate competition. As regulated monopolies, utilities are to be 

encouraged to operate as efficiently and economically as possible and 
today this means companies of fairly large scope.” 





would compile data concerning each 
company. 


ig us consider some of the data that 
might appropriately be analyzed. 
Since the objectives of the study 
would include arriving at conclusions 
and recommendations concerning im- 
provements in efficiency that might be 
effected, the data collected should 
necessarily include appropriate meas- 
ures of each company’s efficiency. 
For example, in a study of the electric 
utilities for a particular area, the size 
of each company could be indicated 
by various criteria such as number of 
dollars invested, annual revenues, kilo- 
watts of capacity, kilowatt hours gen- 
erated, number of customers, service 
area, etc. A cost study could also be 
made of each company, which might 
show, among other things, production, 
transmission, and distribution costs 
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per kilowatt hour sold, investment cost 
per kilowatt installed, capital costs, 
rate of return, and operating ratios. 

From a collection of these and other 
data, it might well be developed that 
certain electric systems in the area are 
at a disadvantage because of factors 
which could be corrected, such as by 
wider interchange of power; the pur- 
chase, sale, or exchange of properties ; 
increased investment in generating 
facilities; the greater development of 
hydroelectric facilities; or other fac- 
tors. 


I* a report entitled “The New Eng- 
land Economy,” prepared by the 
Council of Economic Advisers, there 
is a 15-page chapter on “Fuel and 
Power Costs,” which might be indica- 
tive at least in part of the approach of 
a § 30 investigation report and recom- 
mendations. 
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The council’s report, in summary, 
presents facts concerning the installed 
power capacity in New England, 
broken down by areas and by type of 
generation, whether steam, hydro, or 
internal combustion; the growth of 
the industry, reserve capacity, and the 
percentages of use by residential, com- 
mercial, and industrial consumers. It 
then takes up the level of fuel and pow- 
er costs in New England as compared 
with the average for the United States. 
After finding that the causes of higher 
costs in New England are primarily 
due to higher fuel costs, it calls atten- 
tion to other underlying reasons for 
the greater costs, and hence higher 
rates of New England’s electric utili- 
ties. Thus, the number of employees 
per 100,000,000 kilowatt hours gen- 
erated was 31 in New England as 
against 22 in the United States; the 
percentages of turbogenerators in- 
stalled before 1926 were 48 per cent 
and 39 per cent, respectively ; the costs 
of plant per kilowatt of installed 
capacity were $115 and $97, respec- 
tively; the average BTU consumption 
per kilowatt hour generated in steam 
plants was 15,650 and 14,640, respec- 
tively. As a result of these and other 
factors which primarily affected pro- 
duction costs, total operating expenses, 
including depreciation and taxes, were 
1.60 cents per kilowatt hour sold in 
New England as against 1.27 cents in 
the United States, and the rates in 
New England were such as to yield 
1.93 cents per kilowatt hour as against 
1.61 cents for the entire United States. 


thw report points out that one of 
the economic consequences of the 
higher costs and rates in New England 
was to cause industries which have a 
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high proportion of their expenses in 
power costs to locate elsewhere than in 
New England, or even to migrate from 
New England. It recommends, among 
other things, that everything possible 
be done to reduce transportation costs 
of fuel, such relatively high trans- 
portation costs being an underlying 
cause of the higher fuel costs. It also 
recommended that action be taken to 
develop New England’s remaining 
hydro resources and to remove all bar- 
riers for pooling power resources, 
particularly to repeal Maine’s Fernald 
Law which prevents the export of 
power from that state. 

It would appear that a § 30 investi- 
gation might well begin at the point 
where this report left off. In other 
words, the same sort of facts and com- 
parisons would be developed, not for 
the entire industry within the area as 
compared with the United States, but 
rather for each system or company 
within the area as compared with each 
other system. The rates of the various 
systems would be analyzed not only 
from the point of view of the over-all 
average revenues per kilowatt hour 
sold, but also from the point of view 
of each classification, residential, com- 
mercial, and industrial. 


ET us assume that a study such as 
described above has been made 
and that the pertinent facts concern- 
ing an area’s electric utility industry 
are set forth in detail. Examination 
of these data shows clearly that one 
utility has a large, interconnected, in- 
tegrated, and efficient system, with low 
costs and low rates. In juxtaposition 
to this system, let us assume another, 
a small system whose costs and rates 
are high as compared with the large 
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system and which is not interconnect- 
ed with the large system. Although 
at least some economies might be ob- 
tained through contracts between sys- 
tems, as will be discussed later, it is 
dear that acquisition by the large sys- 
tem of the small system would lead to 
interconnection of the two, elimination 
of high-cost generating facilities (or 
at least the relegation of the small sys- 
tem’s high-cost plants to stand-by) 
with resulting lower costs and rates 
in the small system’s territory. In 
summary, the assumed facts demon- 
strate that the large system will gain 
from the acquisition of the small sys- 
em even though lower rates are put 
into effect. 

3ut would the large system be will- 
ing to purchase the small system, and 
would the small system be willing to 
sell to the large system ? 

An illustration of why both buyer 
and seller under the circumstances out- 
lined above would have positive incen- 
tives for accomplishing what is ob- 
viously in the public interest is pre- 
sented by one of the SEC cases as 
shown in its public records. 


- the fall of 1950, American Gas & 

Electric Company filed an applica- 
tion with the commission for permis- 
sion to purchase the common stock of 
Central Ohio Light & Power Com- 
pany. American Gas is one of the larg- 
est and well-regarded holding com- 


pany systems in the country, with con- 
solidated revenues of $160,000,000. 
Its subsidiaries, which form an inter- 
connected and integrated system, 
operate in Michigan, Indiana, Ohio, 
West Virginia, Virginia, Kentucky, 
and Tennessee. Its principal sub- 
sidiary in Ohio is The Ohio Power 
Company, which has utility assets of 
about $217,000,000 and annual rev- 
enues of $55,000,000. 

Central Ohio was a small independ- 
ent company having utility assets of 
$12,500,000 and operating revenues 
of approximately $4,000,000. Its serv- 
ice area was divided into two parts, 
which were 100 miles apart and not 
connected. The eastern division had 
no generating facilities, and purchased 
all of its energy from a nonaffiliated 
company, Ohio Edison Company. The 
western division generated its own re- 
quirements in three steam stations. 
SEC engineering studies showed that 
Central Ohio’s average generating 
costs ran 7.2 mills per kilowatt hour 
as against 2.9 mills for the American 
Gas subsidiary, Ohio Power, while its 
rates were such as to yield 1.91 cents 
per kilowatt hour as compared with 
1.14 cents for Ohio Power. 

The common stock of Central Ohio 
was held by about 2,300 stockholders, 
with about 4 per cent in the hands of 
its president. 

The transaction as proposed by 
American Gas was to offer 72/100 


the improvement of rate structures are but two of the de- 


q “THE more economical use of our power resources, and 


sirable potential consequences of § 30 studies. The carrying 
on of such studies would certainly develop additional ob- 
jectives which also might lead to lower costs and rates and 
wider use of our energy resources.” 


339 


SEPT. 11, 1952 





PUBLIC UTILITIES FORTNIGHTLY 


of a share of American Gas com- 
mon stock for each share of Central 
Ohio common stock outstanding. 
Prior to the filing, American Gas 
stock, which was listed on the New 
York Stock Exchange, was selling for 
about $50, or $36 for 72/100 of a 
share, while the Central Ohio stock 
was quoted over the counter at ap- 
proximately $30 per share. The earn- 
ings of American Gas were $3.24 for 
72/100 of a share, as against pro 
forma earnings of $3.11 per share for 
Central Ohio. The dividends then 
being paid by American Gas were 
$2.16 per 72/100 of a share as against 
$1.80 on the Central Ohio stock. 
While both stocks were selling on ap- 
proximately a 6 per cent dividend yield 
basis, the common stock of American 
Gas was selling on a 15.4 times earn- 
ings basis, while the Central Ohio 
stock was selling at less than 10 times 
earnings. 

Now obviously this was a very ad- 
vantageous offer to the Central Ohio 
stockholders, but at first blush not a 
desirable one from the point of view 
of American Gas. Thus, on the basis 
of the foregoing, American Gas was 
offering a market value of $36 for 
$30, or a 20 per cent premium, $3.24 
for $3.11 of earnings, or a 4 per cent 
premium, and $2.16 for $1.80 of divi- 
dends, or again a 20 per cent premium. 


Howe: substantial advantage to 
American Gas lay in the econ- 
omies which the purchase would 
effectuate and which were not reflect- 
ed in the past history of pro forma 


earnings of Central Ohio. Those 
economies were to be brought about 
primarily by interconnections with 
Ohio Power which, as previously 
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noted; is an American Gas subsidiary 
operating in Ohio, and by utilization 
of Ohio Power’s low-cost generating 
facilities instead of Central Ohio's 
high-cost facilities. American Gas 
estimated that, because of these 
economies, Central Ohio’s earnings 
would rise from $3.11 per share in 
1950 to approximately $4 per share 
during the next three years, even after 
putting into effect the lower rates of 
Ohio Power. Thus, the American Gas 
earnings, and hence the value of its 
equity, would be enhanced by the 
transaction rather than diluted, since 
from a near-term point of view it 
would be exchanging $3.24 of earn- 
ings for $4 of earnings. 


| gegen attention is called to the 
fact that the disparity in market 
values illustrated by this case is really 
of little significance to the purchasing 
company, in this case American Gas. 
Thus, while American exchanged some 
$36 of market value for $30, or as 
noted previously a 20 per cent pre- 
mium to Central Ohio’s stockholders, 
its stock was selling at better than 15 
times earnings whereas Central Ohio’s 
quotations showed a market value of 
only 10 times earnings. This kind of 
disparity in times earnings ratios no 
doubt would be typical where a large, 
well-managed, integrated system with 
listed securities is purchasing a small, 
nonintegrated, little-known company, 
with unlisted securities. This, of 
course, permits the large company to 
purchase the small with little or no 
dilution of earnings, at a price which 
is highly advantageous to the owners 
of the small company, and with the ad- 
vantage to the large company that it 
obtains for its security holders (in- 
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A Bright Future for § 30 


a a properly planned and executed program, § 30 will finally 

get its place in the sun as a highly useful and effective part 

of the statute, with important benefits to our country’s defense effort 

and to investors and consumers. Whoever engages in this task has a 
real opportunity to serve the public interest.” 





duding the previous owners of the 
small company pro rata) substantially 
all of the benefits finally resulting 
from the acquisition. 


i vee is an illustration of where 
both the security holders of the 
purchaser and those of the purchased 
company stood to gain substantially by 
this exchange. Likewise, the consum- 
er would receive the benefit of lower 
tates, and the economic interests of 
the area would be served through the 
greater efficiency of operation. Inci- 
dentally, more than 98 per cent of the 
stock of Central Ohio was exchanged 
for the stock of American Gas. Even- 
tually Central Ohio will be merged 
into The Ohio Power Company. 

In the case of the acquisition by 
American Gas of Central Ohio, the en- 
tire transaction was initiated and 
sponsored by the respective manage- 
ments of these companies. It was sub- 
mitted to the commission for approval 
under the Holding Company Act be- 
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cause American Gas was a registered 
holding company. 

It is irrelevant for the purposes of 
this article to determine whether a § 
30 study would have led us to the con- 
clusion that Central Ohio should have 
been acquired by American Gas or 
some other system or company. It is 
sufficient to note that it is at least one 
type of transaction that might be 
sparked by § 30 reports and recom- 
mendations. 


NOTHER illustration of the finan- 
cial and operational advantages 
of an acquisition is demonstrated by 
the proposal of Kansas City Power 
& Light Company to acquire a con- 
trolling stock interest in Eastern 
Kansas Utilities, Inc. Kansas City 
offered the stockholders of Eastern 
Kansas the book value or approxi- 
mately $17.70 per share for all out- 
standing shares—shares which sold 
not too long before at about $7 per 
share. 
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How did it come about that the 
management of Kansas City was able 
to conclude that a stock which not so 
long ago sold for about $7 per share 
could be advantageously acquired at 
$17.33? Several factors explain this. 
In the first place, the management of 
Kansas City arranged to dispose of a 
large part of the property to a neigh- 
boring utility, an arrangement it had 
been unable to make previously, al- 
though the possibility was certainly 
present. But more significant for our 
purposes, and for purposes of those 
regulatory bodies which have ap- 
proved the purchase, in a very careful 
study of the properties Kansas City 
reviewed operating relationships and 
contracts, costs, labor, rates, territory, 
etc., and found numerous ways in 
which, by integrating with its own 
property or with another company to 
the south, economies could be effected 
which would raise the net income of 
these particular properties. In fact, it 
should even be possible to reduce rates 
to consumers. 

This transaction is one of numerous 
instances in recent years where an ac- 
quiring operating company becomes 
a holding-operating company tem- 
porarily because it is purchasing stock 
instead of assets. The commission’s 
policy under these circumstances has 
been, and would continue to be, to 
grant the resulting holding-operating 
company an exemption under § 3(a)- 
(2), provided, of course, the transac- 
tion is otherwise fair and meets all the 
standards of the act. 


, ry type of transaction which 
§ 30 studies might encourage 
would involve not the purchase of a 
controlling common stock interest in 
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a company, but rather the direct ac. 
quisition of physical assets. Such ac. 
quisitions might be effected either 
through cash purchases, exchange of 
properties, or a combination of the 
two. Illustrative of the last is the case 
of Indiana & Michigan Electric Com- 
pany and Public Service Company of 
Indiana, two completely unaffiliated 
companies. The transactions involved 
were consummated in early 1950. 

Indiana & Michigan (I&M) is an- 
other major subsidiary of American 
Gas. Two years previously, in the 
process of acquiring and merging an- 
other company, I&M had acquired as- 
sets which were in the service area of 
Public Service Company of Indiana. 
Similarly, Public Service Company of 
Indiana had properties which were in 
the service area of I&M. The two com- 
panies arranged a swap of properties, 
but since earnings were greater from 
the Public Service than from the I&M 
properties, I&M paid $235,000 in cash 
in addition to the properties trans- 
ferred. I&M estimated that the trans- 
action would increase net income about 
$40,000 or approximately 18 per cent 
of the cash outlay. Similarly, Public 
Service Company of Indiana estimated 
that, because of savings from integra- 
tion, it would receive nearly as much 
income from the properties trans- 
ferred as it had been receiving pre- 
viously, and in addition would have 
the $235,000 cash received in the 
trade. 


Sp foregoing illustrations con- 
stitute transactions which in- 
volved making large systems into even 
bigger systems. It should not be in- 
ferred from this that the complete 
elimination of all small systems or the 
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creation of big systems is recommend- 
ed. 
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ne case reasons, contains a prohibition against 
-Com- § asystem’s becoming “too big.” Never- 
any of @ theless, there is such a thing as too 
iliated small a company. The utility business 
volved is big business. It does not exist in this 
0. country as a competitive industry in 
is an- @ which as a matter of national policy 
erican the entities are kept comparatively 
n the @ small in order to stimulate competi- 
1g an- tion. As regulated monopolies, utilities 
ed as- are to be encouraged to operate as effi- 
ea of ciently and economically as possible 
liana. and today this means companies of 
ny of fairly large scope. What we must 
re in guard against is the conglomeration 
com- of properties so large as substantially 
rties, to affect the political life of the area 
from and thwart local regulation. 

I&M The Holding Company Act in § 2 
cash and § 10 sets the standard. Section 
rans- 10(c) (2) prohibits an acquisition un- 
-ans- less it will serve the public interest by 
bout tending towards the economical and 
cent efficient development of an integrated 
ablic public utility system. An “integrated 
ated public utility system” is defined in § 
gra- 2(a) (29) as a system which may be 
uch economically operated as a single inter- 
ans- connected and co-ordinated system, 
pre- confined in its operations to a single 
lave area or region, in one or more states, 
the and “not so large as to impair (con- 
on- 
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sidering the state of the art and the 
area or region affected) the advan- 
tages of localized management, efh- 
cient operation, and the effectiveness 
of regulation.” 


HERE undoubtedly are many in- 

stances where the merging of 
small systems into a neighboring large 
system would not violate the size 
standard. One way or another, the 
economies of large-scale utility opera- 
tions leading to lower rates as they 
surely must, should be made available 
to the American public and American 
industry. Section 30 studies might 
well point the way. 

On the other hand, in many in- 
stances, these economies may be sub- 
stantially realized through contractual 
arrangements rather than through out- 
right acquisitions. This potentiality 
is amply demonstrated by the various 
power pools which have grown up over 
the past couple of decades. 

Specifically, as examples of such 
power pools, there are the Pennsyl- 
vania-New Jersey interconnection and 
the Northwest power pool. The 
former is operated under a contract 
which was entered into in 1927 among 
Pennsylvania Power & Light Com- 
pany, Philadelphia Electric Company, 
and Public Service Electric & Gas 
Company of New Jersey, a group not 
now otherwise affiliated. The purposes 
of the contract were generally to 


e 


“One has only to look, for example, at the utility map of 
q Ohio, greatly improved though it has been in recent years, 
to see that the service areas of the various systems, includ- 
ing co-operatives and municipally owned systems, constitute 
a gerrymander patchwork, which like Topsy apparently 
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secure the benefits of co-ordinated de- 
velopment as well as operation, to re- 
duce the investment necessary for the 
required production of energy, and to 
secure the most economical operation 
of the plan for the parties. Testimony 
before the SEC indicated that the eco- 
nomic advantages resulting from the 
pool, especially due to the sharing of 
reserve capacity, both cold and spin- 
ning, and to the co-ordination of all 
the production plants to secure the 
minimum operating costs for the 
whole combined system, have proved 
to be more than were expected, and 
these advantages have increased as the 
loads and technique of co-ordination 
have developed. 


6 bw other example referred to was 
the Northwest power pool. The 
capacity of this pool, amounting to 
some 4,000,000 kilowatts, belongs to 
widely diversified interests, including 
Puget Sound Power & Light Com- 
pany, The Washington Water Power 
Company, Pacific Power & Light 
Company, Bonneville Power Admin- 
istration, and several municipalities. It 
has been estimated that through the 
co-ordinating operations of this pool, 
the necessity of adding 100,000 kilo- 
watts of installed capacity was obvi- 
ated with resultant savings at present- 
day prices of about $20,000,000 in 
capital costs. 

These pools are mentioned and 
there are many others, because § 30 
investigations might in many instances 
lead to recommendations either for ac- 
quisitions of properties or in the alter- 
native the entering into of contracts 
which will afford the benefits of co- 
ordination, even though the systems 
remain independent. 
SEPT. 11, 1952 


Certainly there is a wide field for 
improving the various operating sys- 
tems, either through acquisitions, ex- 
change of properties, or contractual 
arrangements. One has only to look, 
for example, at the utility map of 
Ohio, greatly improved though it has 
been in recent years, to see that the 
service areas of the various systems, 
including co-operatives and munici- 
pally owned systems, constitute a 
gerrymander patchwork, which like 
Topsy apparently “just growed.” It 
would indeed be a miracle if studies of 
such crazy quilts did not bring out 
many opportunities for substantial 
economies in the areas served. There 
are other states which are in the same 
condition. Generally speaking, in the 
present state of the art of power gen- 
eration, transmission, and distribu- 
tion, a system, whether or not it is all 
under common control, must reach a 
fairly large size before it can realize 
the economies arising from low invest- 
ment and operating cost per kilowatt 
hour of output. 


6 Be. lowering of costs by means of 
improved integration of electric 
and gas facilities in an area is only one 
of the objectives of § 30. Another 
major objective would be that of im- 
proving rate structures. 

In this connection, the usual rate 
structure for electric utilities provides 
for three principal rate classifications 
—residential, commercial, and indus- 
trial. Generally, the residential rate is 
a simple block rate. The smaller com- 
mercial service rates are also frequent- 
ly of the block type with a minimum 
charge, but with the size of the blocks 
sometimes determined by the: custom- 
er’s demand. The larger corumercial 
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soomers and industrial customers 
¢ served on two-part rates based 
pon billing demand and energy con- 
ption. As a result of this sort of 
ste structure, residential customers 
sually pay substantially more per 
ilowatt hour than commercial and in- 
iustrial customers. 
An investigation of rates within an 
ea as well as between areas would 
indoubtedly show not only wide varia- 
fons in the general level of rates, but 
so in the structures. For example, 
nthe case of a large electric company 
n Ohio commercial and industrial cus- 
pmers in 1949 paid an average of 1.18 
nts per kilowatt hour, whereas resi- 
tential customers paid an average of 
D9 cents, or almost two and one-half 
imes as much. On the other hand, a 
maller neighboring company had 
ates which over-all were 67 per cent 
higher than those of the larger com- 
any, but had a structure in which the 
sidential rates were only 153 per 
ent of the commercial and industrial 
ates compared with 245 per cent in 
e case of the larger company. Ex- 
mination of several other systems in 
hio shows similar variations in both 
egeneral level and structure of rates. 


HERE are undoubtedly perfectly 

good reasons for variations as be- 
veen systems both with respect to the 
peneral level of rates and rate struc- 
res. On the other hand, it may fre- 
uently be the case that a change in 
ate structure will result in a more 
Hicient use of generating facilities 
tough encouraging use in off-peak 
hours Or seasons with consequent im- 
provement of the load factor, and, 
vith such improvement, it is frequent- 
y possible to lower the general level of 
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rates. Furthermore, wide disparity of 
rates and rate structures within a giv- 
en area leads at least to a suspicion of 
undue and unfair discrimination. For 
example, there must come a point 
where, if residential rates are abnor- 
mally higher than commercial and in- 
dustrial rates, it must be concluded 
that residential consumers are subsi- 
dizing industry. On the other hand, if 
managements set up rate structures 
which have no promotional features, 
they are likely to thwart the most eco- 
nomical use of their facilities and stifle 
the economic development of their 
areas. 

The more economical use of our 
power resources, and the improve- 
ment of rate structures are but two of 
the desirable potential consequences of 
§ 30 studies. The carrying on of such 
studies would certainly develop addi- 
tional objectives which also might lead 
to lower costs and rates and wider use 
of our energy resources. 

There is, however, one aspect of the 
power problem which the Securities 
and Exchange Commission should 
studiously avoid. The commission 
should not take sides in the public pow- 
er-private power controversy. As a 
part of its investigations the commis- 
sion will have to examine the integra- 
tion possibilities and rates of all elec- 
tric systems within an area, but it 
should not and will not show bias in 
favor of one form of ownership over 
another. 


HIs discussion of § 30 has been 

generally confined to its impact 
on the electric industry. The same 
general objectives and same kind of 
studies would also be appropriate for 
the gas industry. Because of unique 
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features in that industry, as for ex- 
ample the existence of by-products in 
the manufactured gas industry, the 
fact that natural gas is a wasting as- 
set, and is transmitted much greater 
distances than is electricity, the § 30 
studies of the gas industry will have to 
go into many different kinds of facts 
than would be contained in an electric 
study. Here again, the kind of facts 
to be developed will appear as the 
studies are made. 

Some of the objectives at which the 
commission would aim in preparing 
§30 studies have been indicated. Let 
us consider briefly how these objec- 
tives could be attained after we have 
arrived at specific recommendations. 

Under the Holding Company Act, 
the Securities and Exchange Commis- 
sion has no mandatory power to en- 
force the recommendations it might 
make under §30. However, certain 
kinds of recommendations having to 
do with integration of power facilities 
could be made mandatory under the 
Federal Power Act. Section 202(b) 
of that act provides that the Federal 
Power Commission, upon application 
of any state commission or of any 
person engaged in the transmission or 
sale of electric energy, and after op- 
portunity for hearing, may by order 
direct a public utility to establish 
physical connection with the facilities 
of one or more other persons and to 
sell or exchange energy with such 
persons. Thus, by working in close 
liaison with the Power Commission, 
it might be possible to make certain 
of the recommendations mandatory. 


» any event, a §30 group would 
necessarily work closely with the 


Federal Power Commission and with 
state regulatory commissions, partic. 
ularly since §311 of the Federal Poy: 
er Act makes of the Federal Powe 
Commission a vast repository of in. 
formation on the capacities, rates, and 
operating relationships of the electri 
industry. 

It would appear that for the mos 
part any recommendations made un 
der $30 would be adopted voluntarily 
by the companies or systems con 
cerned. If the recommendations are 
based on facts, add up to good sense; 
have the support of other regulatory 
bodies, and are in the public interest, 
it should be possible around the con 
ference table to persuade the system 
affected to co-operate. This is partic 
ularly the case since it seems probable 
that a large proportion of the recom 
mendations would be advantageous t 
all concerned. 

In conclusion, it should be remem 
bered that §30 is a mandatory provi 
sion of the Holding Company Act. 
Under it the Securities and Exchangg 
Commission is directed to make stud 
ies, investigations, and recommenda 
tions from time to time concerning 
the electric and gas industries. With 
the winding up of $11 work, the com 
mission intends to initiate implementa 
tion of the provisions of §30. 


WwW" a properly planned and ex 
ecuted program, §30 will finally 


get its place in the sun as a highly use 
ful and effective part of the statute, 
with important benefits to our coun 
try’s defense effort and to investo 
and consumers. Whoever engages | 
this task has a real opportunity t 
serve the public interest. 
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A Restatement of Fundamentals 
Of Utility Rate Making 


Present concern over the impact of inflation upon utility regu- 

lation naturally causes serious reflection upon the fundamentals 

of rate making. The public utility commission is more and more 

faced with the need to see the problem clearly and to make 

judgments which will enable the company to survive and render 
proper service. 


By tHE HONORABLE HAROLD A. SCRAGG* 
CHAIRMAN, PENNSYLVANIA PUBLIC UTILITY COMMISSION 


as much a part of every rate case 
as the case itself and must be 
recognized by any regulatory commis- 
sion in determining questions of value. 

Therefore, it might be helpful to 
return to the fundamentals involved 
in rate making so that we may clearly 
see the problem as it presents itself to 
the regulatory authority. In its broad- 
est aspect a proper charge for service 
by a public utility is based upon the 
annual cost of providing the service. 
Such cost comprises four principal 
elements : 

First: Direct costs of operation. 
Labor, fuel, material, and supplies, 
etc. 

Second: Taxes—Federal income, 
state, miscellaneous. 

Third: Annual depreciation. 

Fourth: Annual return. 


pepe and its effects are now 


*For additional personal note, see “Pages 
with the Editors.” 
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The first and second elements, 
operating expenses and taxes, are ob- 
viously based on cost; that is, on the 
amounts actually expended by the util- 
ity for those purposes. The third ele- 
ment, annual depreciation, is based on 
original cost of plant devoted to pub- 
lic service and is determined at such 
an amount annually so as to return to 
the owner, during its service life, the 
original cost of such plant. 

In principle, at least, the element of 
annual return is also based on cost, in 
this instance the annual cost of capital. 
As its ultimate goal, annual return 
should equal the annual cost of out- 
standing capital, assuming the capital 
to be validly represented by the origi- 
nal cost of plant, less accrued deprecia- 
tion. 


| Pennsylvania, the Public Utility 
Law requires that rate base or fair 
value be determined by the commis- 
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sion after giving consideration, among 
other things, to original cost of plant 
devoted to public service, and to its re- 
production cost, the latter at the fair 
average price of materials, property, 
and labor. Accordingly, in seeking to 
approach the ultimate goal of basing 
annual return on cost, the annual cost 
of capital is expressed as a composite 
rate, usually in the neighborhood of 6 
per cent. Such rate of annual return 
is applied to the commission finding of 
fair value to derive the annual amount 
of return to be included as the fourth 
element of rate making. 

In an inflationary period, with ris- 
ing prices of materials and labor, and 
increasing tax rates, the annual costs 
of operation and the costs of construc- 
tion of plant also rise, resulting in an 
“automatic” increase in the first three 
elements of rate making. Since the 
commission is a “price-fixing” agency 
only with respect to the rates of public 
utilities, and has no control over the 
price of commodities and materials, 
nor any control over the wages of la- 
bor, nor of fixing tax rates, the com- 
mission can but accept the impact of 
inflation as it affects costs of opera- 
tion, taxes, and annual depreciation. 
Any such increases resulting from in- 
flation and reasonably incurred by the 
utility must of necessity be passed on 
to the public. The commission can fol- 
low no other course if the utility en- 
terprise is to survive and is to continue 
to render the quantity and quality of 
service the public is entitled to receive. 


E now come to the fourth ele- 
ment of rate making — return 

and the impact of inflation upon it. 
Someone has defined inflation as a 
process whereby too many dollars are 
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chasing too few goods. Thus, the in. 
flation we have been experiencing has 
stemmed from a tremendous increase 
in the nation’s money supply without 
a proportionate increase in the volume 
of production of goods and services, 

Increasing the money supply to a 
greater degree than the goods and 
services available reduced the purchas- 
ing power of the dollar. It should be 
kept in mind that high prices are the 
result of inflation and not the cause 
of it. 

As the government spent more than 
its income, the money and credit it 
“manufactured” rushed into the hands 
of the nation, which in turn spent most 
of it for goods and services. From 
1940 to 1951, expenditures for goods 
and services increased 222 per cent. 
Since the physical volume of goods 
and services produced increased ap- 
proximately 60 per cent during that 
same period, the increased dollar 
spending forced up unit prices to al- 
most double, so that today a dollar 
will buy only what 53 cents would 
have bought in 1940. 

Initially this inflation was charac- 
terized by an apparent prosperity. The 
shortages created during World War 
II built up a great potential in the 
civilian demand for consumer goods. 
When this potential was released at 
the war’s close and price controls were 
eliminated, tremendous pressure was 
exerted on prices until an equilibrium 
was reached in 1948-49 between con- 
sumer purchasing power and price 
levels. During this spending period, 
most of the corporate and individual 
population benefited from inflation 
until the time prices caught up with 
incomes, ending the first phase of the 
inflation cycle. 
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N™ we are in the second phase of 

the cycle, running a race against 
rising costs. And it is a losing race 
for many elements of the economy, 
for costs are now outrunning prices. 

Probably the most serious aspect of 
the inflation up to now has been the 
inequitable distribution of its burden 
among economic groups. While a run- 
away inflation, such as we have seen 
in various foreign countries at the end 
of both World Wars would bring our 
national economy into chaos as it did 
theirs, a controlled upward shift of 
the price level would not be too damag- 
ing, provided all economic groups 
were affected similarly. But this is 
never the case. 

Actually, inflation is most unfairly 
discriminatory. Some sections of the 
economy are able to protect themselves 
against it; others are not. The farmer 
with the aid of the government has 
been able to increase the price of his 
products, the worker has insisted upon 
and gained pay rises, and most busi- 
nesses have been able to offset in- 
creased costs by the prompt repricing 
of their products or services. But 
there are some segments of our econ- 
omy which have been unable to pro- 
tect themselves and, as a result, have 
borne an unfair and damaging burden 
from the decline in the value of the 
dollar. Savings bank depositors, in- 


surance policyholders, pensioners, cer- 
tain white-collar workers, and particu- 
lar groups of investors and businesses, 
such as the utilities, have suffered the 
major impact of inflation. These are 
the groups that are paying for infla- 
tion. 


| gues pint enterprises have occu- 
pied a particularly difficult posi- 
tion in this inflationary period. They 
are sorely beset because: 

1. The period of their greatest ex- 
pansion has been during a period of 
violent price increase. This expansion 
is occasioned not only by the necessity 
of meeting the demands of new indus- 
try and new developments—witness 
the United States Steel project at Mor- 
risville and the creation of near-by 
Fairless Hills and Levittown as an ex- 
ample—but by increased consumption 
of their services by existing users. 

2. The very nature of regulation 
does not permit immediate increase in 
their prices when the need becomes ap- 
parent. Unlike unregulated indus- 
tries, utilities are not free to increase 
prices voluntarily to meet greater 
costs. Further, applications to regula- 
tory bodies for higher rates of neces- 
sity involve some period of processing 
because of the complexities inherent 
in the adjudication of the merit of the 
applications. The result is that rate 


e 


tive purchasing power is failing to recover its total eco- 


q “Any business whose capital is shrinking in terms of rela- 


nomic costs, including adequate return, and, in fact, is can- 
nibalizing its own capital. The attraction of new capital in 
these circumstances becomes exceedingly difficult and only 
under unfavorable terms, which results, in the long run, 
in higher prices to consumers or poor service or both.” 
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relief, if found justifiable, is granted 
only after some delay. Meanwhile, 
the increased costs of doing business 
have been borne by the owners in the 
form of a diminished return. 


 e-. public utility commission of 
Pennsylvania is charged with 
seeing that the citizens of the common- 
wealth pay only fair and just rates. 
However, the commission likewise 
has the responsibility of seeing that 
these industries may be in a position to 
render the kind of service that is so 
vital to the needs of today—the kind 
of service that our state will need to- 
morrow. This requires the attraction 
of capital, and the only practical way 
to accomplish this, granting prudent 
management of the utility, is to see 
that the people who invest their sav- 
ings in the companies, in order that the 
public demand may be met, are suffi- 
ciently rewarded so that they will con- 
tinue to invest in the business as needs 
require. 

Certainly, wage rates of the utility 
worker have kept abreast of the in- 
creased cost of living. It cannot be 
said that the government has been left 
behind, for it has appropriated to it- 
self substantially greater shares of 
utility earnings than ever before. 
Above all, the interest of the consum- 
er has been adequately protected. In 
the first place, utility rates have ad- 
vanced much less than prices in gen- 
eral. Thus, the relative burden on the 
consumer budget has become increas- 
ingly less per telephone call, or per 
kilowatt hour, or per BTU, or per gal- 
lon of water. Secondly, the service 
most consumers are receiving has be- 
come increasingly better due to tech- 
nological advances and improvements. 


So actually the consumer is receiving 
more for his money on a real wage or 
earnings basis. 


I inadequate return prevails on util- 
ity investments, the additional 
capital which all utilities continue to 
need to fulfill their obligations to the 
public cannot reasonably be expected 
to be supplied by investors. The alter- 
nate is inevitable; we have seen it hap- 
pen in foreign fields, we have seen it 
happen in isolated cases in this coun- 
try—government ownership! This is 
contrary, I think, to what the majority 
of Americans want as our way of life. 
As the Supreme Court once said, “Our 
social system rests largely upon the 
sanctity of private property, and that 
state or community which seeks to in- 
vade it will soon discover the error in 
the disaster which follows.” (Knox- 
ville v. Knoxville Water Co. 212 US, 
page 1.) 

Not only is capital careful, but it is 
also mobile and sought in competition 
with unregulated industries. Billions 
of dollars of capital will be required by 
the utilities in the near future, but not 
only will this not be forthcoming if 
the treatment accorded past invest- 
ment is not equitable, but existing in- 
vestors will be diverted to other fields. 

Therefore, in addition to looking 
after the interest of the consumers, it 
is the responsibility of the commission 
to be careful not to impair the integrity 
of invested utility capital. By main- 
taining the integrity of the owners’ in- 
vestment I do not mean simply deter- 
mining whether the nominal book 
equity per share of stock has been up- 
held, for while in a period of constant 
dollar values this measurement is sig- 
nificant, in a period of shrinking dol- 
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The Responsibility of Regulation 


sas oar ap I believe that the destruction of private wealth in- 

vested in public utility companies is repugnant to most Amer- 

icans and would be a long step toward the undermining of the free 

enterprise system. This places a heavy responsibility on all concerned, 

particularly on utility managements and the public utility commission 

to find a solution in utility price fixing, and fixing of rates that are fair 
to the consumer and to the investor.” 





lars such a “yardstick” becomes a 
“foot rule” and is meaningless. 


A business whose capital is 
shrinking in terms of relative 
purchasing power is failing to recover 
its total economic costs, including 
adequate return, and, in fact, is can- 
nibalizing its own capital. The attrac- 
tion of new capital in these circum- 
stances becomes exceedingly difficult 
and only under unfavorable terms, 
which results, in the long run, in high- 
er prices to consumers or poor service 
or both. 

A simple example will illustrate 
this point : The owner of a small dray- 
age business has $10,000 invested in 
two trucks. In incorporating his busi- 
ness he issued 100 shares of stock hav- 
ing a par value of $100 each. Subse- 
quently, he desires to expand and finds 
another person who will invest enough 
money to buy another truck. Because 
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of inflation a new truck costs $10,000, 
or twice as much as the original cost of 
the older ones. For his investment, the 
second owner receives 100 shares and 
thus he owns half of the outstanding 
shares of the business. Accordingly, 
the new stockholder is entitled to 50 
per cent of the total earnings of all 
three trucks, even though his contribu- 
tion to the business has been only one 
truck or a third of the company’s earn- 
ing capacity. Thus, for the original 
Owner a curious anomaly has oc- 
curred, for, in “expanding” his busi- 
ness, he has in fact seen a part of his 
capital taken from him and the earn- 
ing capacity of his original investment 
diluted. 

With these consequences the origi- 
nal owner of the drayage business 
most likely would refuse to expand. 
But in the utility business service de- 
mands of the public are an obligation 
which must be met and thus expansion 
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is not a matter of choice. Unless new 
capital can be obtained on a basis that 
will protect the integrity of the exist- 
ing investment, the existing owners 
of utilities, as in the example of the 
owner of the drayage business, will see 
their capital investment confiscated 
and their earnings capacity diluted. 


HE regulatory authorities must 

recognize in the setting of 
adequate rates for a utility the eco- 
nomic costs of rendering the service. 
Specifically, I have in mind the short- 
comings of those accounting concepts 
which require that the provision for 
recovery of capital consumed in a 
business be based on dollars of original 
cost. While the purpose of deprecia- 
tion accruals is to maintain the in- 
tegrity of the capital investment, in 
periods of increased prices such as to- 
day, the accruals fall short of serving 
that purpose. 

This substantially higher price level 
makes obvious the economic frailties 
of that accounting concept. Nonregu- 
lated industry has recognized the 
problem and has offset it by increas- 
ing prices so that after payment of 
reasonable dividends there remain sub- 
stantial earnings to be reinvested in 
the business which prevents dilution 
of existing investment. Utilities are 
no different from other businesses in 
that they should recover the full eco- 
nomic value of property consumed in 
rendering service as a part of the price 
of that service. Otherwise the utility 
will find itself in the position that as 
plant wears out and has to be replaced, 
the funds required to maintain service 
capacity will not have been generated 
by the business itself. New capital 
must therefore be raised and invested 
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in the business merely to maintain the 
same earnings capacity and thus the 
earning power per unit of ownership 
is reduced. It is to the credit of Penn- 
sylvania lawmakers that they have 
been farsighted enough in our state to 
have enacted what is termed a fair 
value law. 


AM factor involved in the appli- 
cation of proper economic per- 
spective in, the determination of 
adequate rates to be charged by utili- 
ties requires the going behind conven- 
tional profit determinations in order 
to find the true rate of return in an 
economic sense. It must be borne in 
mind that current earnings are in dol- 
lars of current size and the determina- 
tion of rate of return by relating cur- 
rent earnings to the aggregate of capi- 
tal at original cost can produce a 
meaningless result. Thus, while 10 
current dollars of earnings related to 
100 current dollars of capital would 
have meaning, a 10 per cent rate of re- 
turn, 10 current dollars of earnings 
related to 100 1940 dollars of capital 
would have an entirely different sig- 
nificance. The 1940 capital would 
have approximately twice the eco- 
nomic value per dollar as the 1951 
capital, and since both would be re- 
lated to the same number of current 
dollars of earnings, the real profit on 
the 1940 capital would be only 5 per 
cent instead of 10 per cent. 

Similarly, income statements as con- 
ventionally computed show an over- 
statement of earnings in a period of 
advancing prices. This is because ex- 
penses for depreciation and for ma- 
terials and supplies consumed do not 
appear in terms of current dollars. 
Here is an example: 
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Let us suppose that the income state- 
nent for the year 1951 shows the rev- 
ques of a utility company to be $500,- 
(0. From these revenues there were 
ieducted various items amounting to 
,total of $470,000, leaving what are 


rseems, therefore, that the company 
had made a profit. But let us dig a 


40,000 for plant capacity currently 
onsumed. Assuming that the existing 
lant facilities were acquired with 100- 
wnt dollars, the restoration of the 
pant capacity consumed in terms of 
ihe 53-cent dollar would require an ex- 


tal deductions amount to $510,000 
ad the company rather than earning 
$30,000, in fact, has lost $10,000 on 
ihe year’s operations. 

This example is only part of the 
problem because that company is pay- 
ig income taxes on earnings which 
ue fictitious from a strictly economic 
sandpoint. This is a problem of con- 
em to accountants, economists, at- 
orneys, and commissioners. 

A logical conclusion is that in de- 
mining an equitable and fair rate 
ofreturn, consideration should be giv- 
nto restating the capital base to which 


current earnings are related in terms 
of dollars representing a uniform unit 
of wealth or purchasing power. The 
law of Pennsylvania, which requires 
the commission to give consideration 
to the reproduction cost of the prop- 
erty in which a utility’s capital is in- 
vested, recognizes this basic economic 
principle. 


HILE one of the tests in deter- 

mining the reasonableness of 
utility rates has been the ability of the 
business to attract capital, it must be 
borne in mind that such a test is not 
conclusive, for a step further must be 
taken in the analysis—the ability to 
raise capital must be examined in the 
light of whether it has been of such 
kind and on such terms that existing 
owners have been treated fairly and 
equitably. Otherwise, the test would 
be without merit. 

Although it is true that utilities have 
raised vast amounts of new capital in 
the postwar period, by far the greater 
part of such capital has been in the 
form of debt. Since most any business 
can borrow funds, up to a certain 
point, debt financing is by no manner 
of means a true test of the ability to 
attract capital. Rather, the predomi- 
nance of debt capital as the means of 
providing funds for the postwar ex- 
pansion of utilities, in many instances, 


e 


of utility rates has been the ability of the business to attract 


qj “WHILE one of the tests in determining the reasonableness 


capital, it must be borne in mind that such a test is not con- 
clusive, for a step further must be taken in the analysis— 
the ability to raise capital must be examined in the light of 
whether it has been of such kind and on such terms that 
existing owners have been treated fairly and equitably.” 
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may indicate an inability to sell equity 
on reasonable terms. The best market 
for a new stock issue lies with those 
already owning some of the stock, pro- 
vided they have had satisfactory ex- 
perience with it. But it is next to im- 
possible to again sell stock to someone 
who has watched his previous pur- 
chase decline in value and shrink in 
earnings capacity. In the postwar 
period the utility equity investor has 
suffered heavy economic loss both in 
investment and in earnings, for in 
those cases where there has been some 
appreciation in his investment or in- 
crease in his dividend, the rise has been 
more than offset by the fall of the dol- 
lar. 

This is in decided contrast to the 
experience of industry in general. 

However, because these losses have 
been largely concealed through the un- 
dermining of the dollar, and because 
many investors have confidence in the 
utility managements and the regula- 


tory commissions working out a rea- 
sonable solution to the impact of infla- 
tion on the utilities, investors have 
provided and will provide some new 
risk capital for the public service com- 
panies. 


| grennersimape I believe that the de- 
struction of private wealth invest- 
ed in public utility companies is re- 
pugnant to most Americans and would 
be a long step toward the undermining 
of the free enterprise system. This 
places a heavy responsibility on all 
concerned, particularly on utility man- 
agements and the public utility com- 
mission to find a solution in utility 
price fixing, and fixing of rates that 
are fair to the consumer and to the 
investor. The attainment of a success- 
ful balance will insure a satisfactory 
and continuously improving utility 
service so essential to the social wel- 
fare of the people and industrial 
progress. 





6¢ ALL of the attempts to provide social security, whether 
through agencies of government or of private industry, 


will be helpful only if the old-age pension plans are equitable, 
financially sound, and efficiently administered. If such plans 
rest upon an uncertain economic foundation, they will not long 
be capable of providing any kind of security. Moreover, if they 
overtax the strength of the foundation, they will fall. In view 
of the assignment of new responsibilities to industry in the field 
of social welfare, it is increasingly important that the strength 
and prosperity of industry be safeguarded, to the end that it 
may meet its total obligations to employees, customers, and 
stockholders, without distress or failure. 

“Along with making provision for pensions and other bene- 
fits for the future, there will be the special task of providing, in 
accordance with the new basis, and in so far as possible, finan- 
cial assurance for the past or accumulated service credits of 
employees whose employment began years before the current 
scheme became operative.” 

—BENJAMIN F. FAIRLEss, 
Chairman of the board, United 
States Steel Corporation. 
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Building Good Will among 4 


Customers 


Who Owe 


Company management is in the same position now as the Found- 

ing Fathers were in their day. Can the business operate in the 

black? Can the company be a creditor and have the customers 

like it at the same time? Should the whole burden of friendliness 

be on the company’s shoulders? These are all items of timely 
consideration. 


By GEORGE L. MacGREGOR* 
PRESIDENT, DALLAS POWER & LIGHT COMPANY 


a critical point in its history and 

the public is being called upon to 
decide whether we shall have in this 
country private enterprise or Social- 
ism, and, among other things, whether 
we shall have tax-paying private en- 
terprise companies to supply electric 
service, or whether the government is 
to take over more and more of our 
business and serve the public with 
“tax-free” power. I say tax free, but 
it won’t be tax free. Through other 
forms of taxation the customers will 
have to pay more taxes to raise money 
equivalent to that which our companies 
now are paying to support the gov- 
ernment. The socialization of our 
business may not be imminent but the 
trend is sharply in that direction be- 


te electric industry has reached 


*For additional personal note, see “Pages 
with the Editors.” 


cause no business that is paying from 
20 cents to 35 cents out of every dol- 
lar of revenue in taxes can compete 
successfully with a competitor who 
does not have to pay taxes. 

As the public is to decide our future, 
it behooves all of us in the operating 
companies to check continually the 
adequacy and quality of the services 
we are rendering, to examine carefully 
our operating policies, and to concern 
ourselves with what the public thinks 
of them. We must be doubly sure that 
we are doing everything possible to 
merit the public’s fullest support of the 
job we do, for the time may come 
when the people will have to speak 
their preference at the ballot boxes of 
America. 


| oye ownership groups are push- 
ing their programs to socialize 
355 SEPT. 11, 1952 
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America now as never before. They 
want nationalized banking, govern- 
ment insurance, socialized medicine, 
and public power. The electric utility 
industry has long been their prime tar- 
get, and they have made tremendous 
inroads in the generation, transmis- 
sion, and sale of electricity. Already 
they have constructed and are operat- 
ing approximately 20 per cent of the 
total generating capacity in this coun- 
try, and where they once limited their 
installations to hydro power projects 
associated with flood control, they are 
now constructing steam plants as well. 
A few years ago public power was 
located principally in the Tennessee 
valley and in the Northwest. Today 
there are few companies, regardless 
of location, which do not have compe- 
tition from public power somewhere 
in their service areas. 


S°: if I seem to labor the need for 
building good will among our cus- 
tomers and perhaps not enough to the 
protection of revenues and the collec- 
tion of accounts, I hope you will un- 
derstand that it is done only to em- 
phasize the big problem now confront- 
ing our entire industry. Of course we 
must protect and collect our accounts 
in accordance with sound credit and 
collection practices ; that is basic in the 
success of any business. I like the way 
L. J. Hamilton of Consumers Power 
Company sums up what management 
expects in the credit and collection 
policies of his company: 


Management expects those charged 
with the operation of the credit and 
collection department to develop and 
carry out a sound credit and collection 
policy, and one which management can 
back without reservation. Such a 
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policy must protect the company’s 
revenue from undue losses from bad 
accounts, but at the same time must 
provide a highly personalized credit 
and collection effort, and one which 
will help to promote good feeling be- 
tween the company and its customers, 


HIs clear, concise statement ex- 

presses my views also. And, with- 
out disagreeing or detracting from 
the first part of Mr. Hamilton’s state- 
ment, I want to emphasize and enlarge 
upon his last point; namely, “to pro- 
mote good feeling between the com- 
pany and its customers.” 

I do not take the position that the 
development and the preservation of 
good public relations is a special duty 
assigned only to the credit and collec- 
tion department. Every department in 
the company has great potential for 
building good will among our cus- 
tomers and every employee—whether 
lineman, turbine operator, salesman, 
engineer, meter reader, or collector— 
has opportunities from time to time to 
make friends for the company. What 
each one of us does to build or destroy 
good will affects tremendously what 
the public thinks of us all. 

Let me insert here a story that illus- 
trates how a customer often judges 
the whole company by the actions of 
a single employee, regardless of where 
he functions in that company. A na- 
tionally known speaker and con- 
sultant, who recently came to Dallas 
to deliver the principal address at the 
Dallas Power & Light Company em- 
ployees’ annual banquet, told of an ex- 
perience he had in public relations. He 
found he was scheduled to deliver a 
principal address at meetings on suc- 
cessive days in two widely separated 
cities. This required much air travel, 
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“Tax-free” Socialization 


“re electric industry has reached a critical point in its history 
and the public is being called upon to decide whether we shall 
have in this country private enterprise or Socialism, and, among other 
things, whether we shall have tax-paying private enterprise companies 
to supply electric service, or whether the government is to take over 
more and more of our business and serve the public with ‘tax-free’ 
power. I say tax free, but it won't be tax free. Through other forms 
of taxation the customers will have to pay more taxes to raise money 
equivalent to that which our companies now are paying to support the 
government.” 





change of planes in Chicago, and no 
chance to rest. 


HE arrived in Chicago about mid- 
night, learned he had a 3-hour 
wait between planes, and explained to 
the young lady at the ticket counter 
that he was exhausted and would like 
very much to take a nap while waiting. 
Would she please wake him up when 
his plane was announced? Receiving 
her promise, he promptly fell asleep. 
Hours later he awoke to learn that the 
one and only plane had departed and 
so had the young lady who had 
promised to awaken him. As a result, 
he was unable to keep his engagement 
to speak before a large industrial con- 
ference some 500 miles away. After 
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telephoning his sponsors to explain 
his predicament, he called the general 
manager of the airline company by 
long distance and “unloaded.” What 
this general manager said in reply is 
the point of this story. Of course he 
was very sympathetic; he apologized 
for what had happened. Then made 
this statement : 


Here we have spent a fortune on the 
finest planes money can buy, we hire 
the finest mechanics and pilots, we 
maintain expensive servicing facilities 
and ticket offices, and we strive to 
give our customers the safest and 
fastest transportation available. And 
look what happens! There you are 
marooned in Chicago cussing us out, 
and justly so, all because one little girl 
in our ticket office failed to take care 
of her job. 
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(> dependable service, careful 
handling of customer needs and 
requests, and fair business policies are 
expected of any reputable company, 
but if we want to find a peg on which 
to hang good will we must go beyond 
this. There is an old rhyme often used 
in selling which also applies to the 
credit and collection department, and 
it goes something like this : 


To sell John Smith, 

What John Smith buys, 
You must see John Smith, 
With John Smith’s eyes. 


W: must recognize the fact that 
the customer is important to him- 
self and we must be willing to see him 
from his point of view. In order to 
do this we should use utmost care in 
screening and selecting the personnel 
of the credit and collection depart- 
ment. We should select only those who 
like people, who are able to smile 
easily and encouragingly, who are 
courteous, and have that fine balance 
between the human touch and a busi- 
ness duty. 

While every department has a re- 
sponsibility and opportunity to build 
good public relations, I see more op- 
portunity to develop good will in the 
credit and collection department than 
in any other. Each day these em- 
ployees contact great numbers of cus- 
tomers, and they have the opportuni- 
ties and challenges to do their work in 
a way that will win public understand- 
ing and support. Probably no other 
company representatives meet the cus- 
tomers under more difficult circum- 
stances than the members of this de- 
partment. They make the initial con- 
tact with practically every new cus- 
tomer, and each month they interview 
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thousands of customers who change 
their addresses, leave the city, are de- 
linquent in payment of accounts, or 
who call or come in to discuss their 
service charges. 

Because a customer’s credit and his 
pocketbook are involved, real skill is 
required to handle this work success- 
fully, but when properly carried out, 
it pays big dividends in gaining the 
customer’s good will and in creating 
good public relations for the company. 
Therefore, if the maximum results for 
the company are to be obtained, man- 
agement should not only develop the 
soundest policies possible but also 
select understanding and efficient per- 
sonnel to carry out these policies. 


ws our company has found to 
be sound policies may not meet 
the requirements of other companies 
but, for whatever it is worth, I shall 
summarize some of these policies 
which are giving effective results both 
in collecting accounts and in building 
good will, and at costs that compare 
favorably with the industry as a 
whole. 

To avoid requiring a deposit, we 
have the policy of ascertaining a new 
customer’s credit rating if at all pos- 
sible. When deposits are obtained, we 
voluntarily return the deposit to the 
customer as soon as he has established 
a satisfactory rating. 

We endeavor to recognize the cus- 
tomer’s problems while keeping in 
mind the company’s needs, and we 
seek a reasonable and fair solution to 
each credit and collection problem that 
arises. 

We endeavor to keep our records 
so that we can distinguish between the 
customer who is habitually slow about 
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paying his bills and the customer who, 
because of illness, loss of work, or 
some unusual circumstance, occasion- 
ally misses his discount payment date. 

We endeavor to meet our customers 
halfway and give them the benefit of 
the doubt. We believe that every cus- 
tomer is honest until he proves him- 
self to be otherwise. 

We share energy losses with our 
customers who have grounded circuits 
on the metered side of their service 
(that is, the side where, customarily, 
full responsibility for proper mainte- 
nance of service rests rightfully upon 
the resident). This does not happen 
often, and it seems fair to share losses 
with our customers when they experi- 
ence this kind of trouble. 

We frequently install recording 
watt-hour meters, which is a rather 
expensive procedure, in order to study 
and analyze the customer’s various 
uses of electric service when he be- 
lieves he is being overcharged and 
after other methods fail to convince 
him that our metering equipment is 
measuring current flow accurately. 


W: use sales engineers to work 
with our collection department 
on the more difficult cases and, in many 
instances, our division and depart- 
ment heads and officers of the company 
call on customers to discuss misunder- 
standings and adjust claims which 
arise from time to time. 

We work on the theory that in some 
way every complaint can be explained 
satisfactorily or adjusted on a fair and 
equitable basis, and we strive to obtain 
this result in each and every case. The 
good will of a satisfied customer is a 
most valuable asset to our company 
and is worth our best effort to obtain 
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and keep. We realize that good cus- 
tomer relations are the result of long- 
range planning and unceasing effort 
and that good relations can be lost 
much more quickly than obtained. 

We are constantly changing our 
procedures to conform to changing 
conditions and to the requirements of 
the expanding territory we serve. A 
few years ago we maintained only two 
offices where our customers could ap- 
ply for service or pay bills. Today we 
have established pay stations in all of 
the principal neighborhood areas and 
are now considering a program to fur- 
ther expand these facilities. 

Like many other utility companies, 
we leave service connected in vacated 
residences so that it will be immediate- 
ly available to the new occupants, and 
a telephone call to our central office is 
all that is necessary to put their names 
on our books. We follow this up by 
mailing a contract to be signed. 

Some companies have discontinued 
the requirement of a signed contract 
for residential service. In the past we 
have considered this procedure and it 
is being re-examined now with the idea 
that we, too, may adopt it. We are al- 
ways looking for new ideas to reduce 
costs, improve service, and build bet- 
ter customer relations. 


a recent staff meeting on credit 
matters a view was expressed that 
we might be more liberal on certain 
credit policies. One associate gently 
reminded us that the idea was good, 
perhaps, but the risks involved seemed 
great to him, and we had to collect for 
our service if we were going to stay in 
business. How right he is. We should 
never lose sight of this objective, but, 
in addition, we must always keep in 
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mind the importance of building good 
will. In this staff meeting it was 
pointed out that if, in the other ex- 
treme, we followed policies which re- 
quired deposits from every customer 
and took no risk whatsoever, and if 
we cut off service promptly whenever 
an account was delinquent, there 
would be no need for a credit and col- 
lection department at all. We would 
require only a window with a big sign, 
“Put up your deposit here.” And then 
we would need a big cut-off crew. 

Under such an extreme policy we 
could forget public relations because 
we would not have any very long, and 
after awhile it would not make much 
difference because we would not be in 
business. Somebody else would be 
serving our customers. By experience 
we have learned that a competent 
credit and collection department pays 
off, and that such a department can 
adequately protect the company’s rev- 
enues against excessive losses and at 
the same time gain the good will of our 
customers. Every successful business 
has some credit losses. The trick is to 
keep these losses to a minimum and at 
the same time retain the customer’s 
good will. 


8 ve companies everywhere, I 
believe, are doing a good job in 
their credit and collection departments 
and the men and women who carry the 
ball for the industry in this field are 
to be complimented for the fine results. 
They are making great contributions 
in an over-all effort to preserve private 
enterprise in the utility industry, and 
deserve recognition and the fullest co- 
operation from top management. Of 


course, there is room and need for fyr. 
ther improvement in all the operations 
of our companies and I am confident 
that ways will be found to continually 
improve that work. , 

Our leaders are putting up a valiant 
fight to preserve this industry against 
destruction by public power. The suc. 
cess of their efforts, of course, will de. 
pend on many factors and circum. 
stances, some of which perhaps are 
national in character. But, in my 
opinion, the factors that will have the 
greatest bearing on our future course 
are local in character and so are still 
under the control of and in the hands 
of the management of the operating 
companies. 

If we continue to operate our com- 
panies with skill and foresight, giving 
proper recognition to the public’s re- 
quirements and putting forth our very 
best effort to serve promptly and with 
courtesy and consideration, I am cer- 
tain that when the chips are down and 
the people choose between private and 
public power, they will demand that 
privately owned, tax-paying utilities 
continue to serve them. I have never 
believed that our industry will become 
completely socialized, and I would be 
absolutely convinced of this if I knew 
that every representative in our indus- 
try was as wise and skillful in the 
handling of customer relations as was 
one collector I heard about. When we 
were making a spot check of our com- 
pany practices several years ago, a call 
was made on a Negro woman at her 
home. When asked what she thought 
of the company she said, “Ah don’t 
know no one but the cut-off man but 
he sho is nice.” 
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How Should Utility Pension 
Funds Be Invested? 


While there is nothing new to public utility management about 

the idea of a sound pension plan, utilities do have a special in- 

terest in those techniques which will improve the financial 

aspects of their pension plans. This is a discussion of invest- 
ment policies, their costs, and benefits. 


By ROBERT A. MILLER* 


HERE is nothing new to public 
utility managements about the 


idea of a sound pension plan. 
For if any industry can be credited 
with being a leader in this field, the 
utilities would certainly be in the front 
ranks. A number of the older com- 
panies have had plans in operation for 
decades; many others have installed 
or improved their plans in the last ten 
to fifteen years ; and great strides have 
been made all along the line in provid- 
ing adequate financing, with trusteed 
pension funds or through a variety of 
insured plans. 

However, most utilities (along with 
industry generally) are faced with the 
ever-present problem of “getting their 
money’s worth,” of keeping costs 
within bounds during an inflationary 
era when it becomes more and more 
difficult for rigid rate structures to ab- 


*Robert A. Miller is the pseudonym of a 
well-known utility pension consultant. 
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sorb steadily rising costs. At the same 
time, they must have flexibility to im- 
prove their benefit formulas as occa- 
sion requires, so that retirement bene- 
fits will also keep pace with the infla- 
tionary pressures. The utilities thus 
have a very special interest in tech- 
niques which wi!l improve the finan- 
cial aspects of their pension plans. 

A dynamic investment policy can 
play an important part in this. Such a 
policy, as used here, calls for placing 
liberal portions of trusteed pension 
funds in common stock investments— 
say from 30 per cent to 50 per cent 
—in varying proportions, depending 
on economic conditions and individual 
circumstances. 

Soundly administered, this policy 
should provide better investment re- 
turns on pension funds, enable them to 
share more fully in the country’s eco- 
nomic development and growth, and 
provide a hedge against continued in- 
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flation. It should give greater en- 
couragement both to employers and 
employees to set up adequate private 
pension plans, thus lessening the de- 
mands on government pension plans, 
and putting a brake on the drift to- 
wards socialization of pension plans. 


Investment Policies 


errr trusts differ basically from 
individual personal trusts, which 
have heretofore been the backlog of 
trust company responsibility, and they 
call for a different investment ap- 
proach. 

A “defensive” investment policy, 
with primary emphasis on safety of 
principal, may often be justified for 
personal trusts, especially where a 
more or less static estate must be used 
for a limited number of beneficiaries 
who can look only to that estate for 
their well-being. 

Such a defensive policy is not ap- 
propriate for growing pension trusts 
which are dynamic by their very na- 
ture. These funds will grow for 
twenty to forty years, for a particular 
company group, before they level out 
and reach a point of stabilization, the 
time required being dependent on such 
factors as growth in the organization 
and wage trends. The fund is accumu- 
lated from continuing annual appro- 
priations, together with earnings on 
the fund investments. The contribu- 
tions and earnings are commingled in 
the fund for the benefit of all partici- 
pants; the basic concept embodies the 
insurance principle of spreading risks. 

It is an important fact that these an- 
nual additions to the fund will exceed 
pension payments for a very long 
time. There will be no need to draw on 
principal during the growth period, or 
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for a long period after reaching the 
point of stabilization. Even then, the 
draw down in principal would be very 
gradual and spread over many years, 
probably decades. The pension fund 
is thus unlike the personal trust in 
which a large distribution of principal 
may be called for upon relatively short 
notice. 


HE financial risks are also unlike 

those of the life or casualty insur- 
ance companies which must always 
stand ready to pay out huge claims in 
the event of catastrophes. Pension 
claims cannot occur before reasonably 
predictable age and service require- 
ments have been met. When they do 
come they are bound to be spread out 
over a period of years. There is no 
possibility of an impact on a cata- 
strophic scale. 

Under these circumstances, fluctua- 
tions in the market value of fund in- 
vestments have little significance as 
far as safety is concerned, provided 
the investments are reasonably sound 
as to the quality and timing of pur- 
chases. These market fluctuations are 
significant chiefly as a means of im- 
proving the investment position of the 
fund. 

In the long run, corporate pension 
trusts will be no sounder than the in- 
dustrial economy to which they are 
tied. This may be an oversimplifica- 
tion and perhaps not true in isolated 
cases. But it will tend to become in- 
creasingly so, if pension plans continue 
their expansion to include a large part 
of the working force. Unless the 
economy permits industry to earn rea- 
sonable profits, it is unrealistic to look 
for continued contributions to pension 
trusts, and trust funds would then be 
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Pension Plans Well Known among Utilities 


“ is nothing new to public utility managements about the 
idea of a sound pension plan. For if any industry can be credited 
with being a leader in this field, the utilities would certainly be in the 
front ranks. A number of the older companies have had plans in 
operation for decades; many others have installed or improved their 
plans in the last ten to fifteen years; and great strides have been made 
all along the line in providing adequate financing, with trusteed pension 
funds or through a variety of insured plans.” 





of relatively short life at best. Hence, 
it appears to be prudent management 
for these funds to share fully in the 
fruits of industrial growth to which 
they are inevitably tied. 


Costs and Benefits 


oo differential in earnings, as be- 
tween the two investment ap- 
proaches, has an important effect on 
the costs, the benefits which can be 
provided, or both. 

Under an actuarially sound pension 
plan, the principal sum required to pro- 
vide for an employee’s pension will be 
fully funded at his retirement by 
amounts accumulated over his work- 
ing life. These accumulations consist 
of the annual contributions made by 
the employer, the employee, or both, 
together with the earnings resulting 
from regular investment of the funds 
as they are accumulated. The invest- 
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ment earnings build up to a significant 
part of the total sum required; there- 
fore the magnitude of these earnings 
plays an important part in determining 
the actuarial requirements of the fund 
and the annual contributions that must 
be set aside during the employee’s 
working years. In other words, the 
larger the fund earnings, the smaller 
annual contributions required. 

The cost reduction comes about in 
two ways: First, the compounding of 
investment earnings at the higher rate 
over the period of accumulation less- 
ens the annual contributions required 
to reach any stated sum at retirement ; 
and, second, with a higher investment 
return it takes a smaller principal sum 
at retirement to provide for a life pen- 
sion of any stated amount. Actuarial 
analysis indicates that annual costs de- 
crease from 7 per cent to 13 per cent 
(over a 20-to-40-year investment 
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period) for each one-half per cent in- 
crease in the investment return on the 
fund, the average saving being about 
10 per cent for each one-half per cent 
increase in investment return. Thus, 
with a fund that earns a 4 per cent in- 
vestment return, it will cost about two- 
thirds as much in annual contributions 
as it would with a 2 per cent invest- 
ment return—for the same level of 
pension benefits. 

Turning this comparison around the 
other way, the 4 per cent fund can pro- 
vide 50 per cent more in benefits than 
the 2 per cent fund, for the same level 
of annual contributions. 

This 2 per cent spread (from 2 per 
cent to 4 per cent) is conservative, 
since the record shows spreads of 3 
per cent or more in the investment re- 
turns earned by various existing 
funds. On the basis of a 3 per cent 
spread in investment return, the dy- 
namic investment program would pro- 
vide the same benefits as the ultra con- 
servative program for about one-half 
the annual contributions. Converse- 
ly, the dynamically managed fund 
could just about double the pension 
benefits, for the same level of annual 
contributions. And this ability to im- 
prove benefits can be an important as- 
pect of the pension problem. 


Effect of Government Pensions 


Ferme aspect which must be con- 
sidered is the Federal social 
security plan. This has become ac- 
cepted public policy, and is undoubted- 
ly here tostay. The problem is to have 
it handled equitably, and to keep it 
within manageable proportions. 
Regardless of bookkeeping and so- 
called reserves, social security is essen- 
tially financed on a pay-as-you-go 
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basis out of current tax revenues, of 
which only part comes from payroll 
taxes, and the remainder from general 
taxation. Equity thus calls for a 
gradual extension of coverage so that 
eventually practically everyone would 
be covered. An important move in this 
direction occurred in the 1950 revi- 
sions; further extensions may be ex- 
pected in the future. 

To keep it financially manageable, 
social security should attempt to do no 
more than provide a reasonable mini- 
mum or floor, leaving it to private 
plans and individual savings to pro- 
vide additional old-age benefits. 
Nevertheless, the 1950 revisions ap- 
proximately doubled the benefits, in 
order to catch up with the sharp rise in 
the cost of living that had occurred 
since the 1930’s when social security 
was started. There will undoubtedly 
be an urge for further increases with 
continued inflation. By 1963, our 
over sixty-five age group will reach 
20,000,000, according to a forecast 
reported by the United Press. If all of 
them were under social security at 
present levels of coverage, the annual 
payments might well be on the order 
of $10 billion. This is a sizable load 
to be carried by the productive, tax- 
paying economy on a pay-as-you-go 
basis. Need more be said about the 
importance of keeping social security 
to a reasonable minimum level, rather 
than going “all-out”? 


|g pennies these dangers, 
some labor leaders have talked of 
the possibility of minimum pensions of 
$200 a month. There is a strong sus- 
picion that they expect these pensions 
would finally become a government re- 
sponsibility. At least one well-known 
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and highly respected economist has in- 
dicated that he too has some misgiv- 
ings about the ability of industry to 
deal with the problem, and suggests 
that it may wind up as a government 
job. 

A Challenge to Private Enterprise 


pene matters should be of grave 
concern to those dedicated to the 
advantages of the private enterprise 
system, particularly in the public util- 
ity field where the threat of govern- 
ment encroachment is already present. 
They offer a challenge of a high order, 
to find ways and means of handling a 
large part of the old-age retirement 
problem through the business economy 
route rather than through government 
socialization. 

Industrial pension plans have made 
great strides in the last two decades, 
both in coverage and in pension bene- 
fits. It must be recognized, however, 
that they still do not meet the need in 
providing real old-age protection, with 
telatively few exceptions. Large num- 
bers of employees reach retirement 
either with no pension, or with insuffi- 
cient service to provide realistic bene- 
fis. Nevertheless, employers are un- 
derstandably reluctant to take on large 
additional commitments for pensions, 
faced as they are with rising costs all 
along the line. 


Where Dynamic Investments Fit in 


[ is at this point that the “dynamic” 
investment policy can play an im- 
portant part. With the higher bene- 
fits that can be financed from a high- 
earning fund, employees and employ- 
ers alike would be encouraged to come 
to grips with the problem, instead of 
dismissing it with a “we can’t afford 


it” attitude. Employees would have 
greater incentive to apply savings to 
such a plan, since benefits would be 
larger and more tangible in relation to 
costs. This in turn would make it more 
practicable for employers to take on 
their part of the financial commit- 
ments required. These joint efforts, 
aided by a highly productive invest- 
ment policy, could be a significant fac- 
tor in keeping pension responsibility 
more fully in the hands of private en- 
terprise and out of the stream of tax- 
supported “government benefits.” 


HE large trust companies, with 

their wealth of experience in trust 
administration and investments, might 
take the lead in promoting this con- 
cept of a more dynamic investment 
program. Or perhaps the insurance 
companies could play a significant 
part, handling plans on a custodian or 
trusteed basis, rather than the conven- 
tional insured basis, in which each 
group’s fund would be administered 
more or less like an uninsured trusteed 
pension fund. In either case, it appears 
that the most effective financial and 
economic results would be obtained if 
the following conditions were de- 
veloped over a period of time: 

(1) Investment policies should not 
be inhibited to the extent that they now 
are by the legal restrictions surround- 
ing many trustees and insurance com- 
panies. 

(2) Everyone concerned—employ- 
ers, employees, and the financial insti- 
tutions—should get away from the 
concept that a pension plan can pro- 
vide water-tight financial guaranties, 
and should recognize that it is essen- 
tially a co-operative effort to accumu- 
late old-age savings reserves. 
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(3) The end result should lead to a 
so-called dynamic investment philoso- 
phy, that lies somewhere between the 
policies now followed by many trus- 
tees and insurance companies (which 
rely mainly on fixed income securi- 
ties), and the policies of some invest- 
ment trusts (which rely mainly on 
equity investments ). 


What Are the Practical Possibilities? 


A unpublished survey of about 30 
trusteed pension funds shows a 
few of substantial size on which earn- 
ings have averaged 4.5 per cent to 5.5 
per cent over a period of ten to twenty 
years. One of these had a 5.4 per cent 
average return over a 20-year period, 
including 1 per cent in net profits from 
sale of securities, and the fund has 
grown to a present value of $25,000,- 
000. 


In contrast, this fund would now 
be closer to $16,000,000 if it had fol- 
lowed a consistent 24 per cent invest- 
ment return policy over the period, 
with all other factors remaining the 
same—a striking difference due to in- 
vestment policy alone. 

Had the lower return policy been 
followed, the actuarial requirement 
would have been much higher than it 
now is (since the actuarial require- 
ment goes up as the investment return 
goes down); the fund would be far 
short of the requirement ; and it would 


be difficult to close the gap because oj 
high annual costs. A management 
faced with such prospects might well 
have been discouraged from taking on 
the financial commitments necessary 
to carry on an effective pension plan, 
In the actual case, however, the pen- 
sion plan represented by this fund has 
one of the more liberal benefit formu. 
las, and the plan is now almost fully 
funded on an actuarial basis. Man- 
agement has been encouraged to make 
revisions when needed and to appro- 
priate the contributions required to 
finance the plan, knowing that invest- 
ment policy was helping to keep costs 
within reason and in line with what 
the company could afford. 


NUMBER of other funds in the sur- 
vey referred to have averaged 
about a 2.5 per cent return, with a few 
as low as 2 per cent. Some of these are 
small funds (under $1,000,000), 


in pooling trust arrangements, to pro- 
vide larger investment pools which can 
be more effectively managed on a dy- 
namic investment basis. In any case, 
there appears to be ample opportunity 
for constructive developments in the 
investment policies of pension trusts, 
moving in the direction of more pro 
ductive investment returns, with all 
the attendant benefits. 





Return Allowed for Wisconsin Public Service 


N the August 14th issue of PuBLic UTILITIES FORTNIGHTLY, 
page 256, the rate of return recently allowed the Wisconsin 
Public Service Corporation by the Wisconsin commission was 
inadvertently given as 6.6 per cent. Through a typographical 
error, a digit was omitted. The actual return allowed was 


6.16 per cent. 
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Washington and the 
Utilities 


Candidates on Power 


URING the past fortnight both major 

party candidates for the presidency 
have had occasion to refer to the so-called 
public power issue, although neither 
sems to regard it with the importance 
with which it was treated by President 
Truman in his 1948 campaign. 

Governor Stevenson’s comment was a 
little more definite, and certainly rather 
frank. It was in his eyebrow-raising let- 
ter to an Oregon newspaper publisher 
(the same one in which he conceded that 
there is a “mess” to be cleaned up in 
Washington) that the Democratic candi- 
date had this much to say on the power 
question : 

As to public power, I have heard 
much of the situation in the Northwest 
and the controversy about the admin- 
istrative machinery. I confess I have 
no conclusive opinion because I have 
never had occasion to gather the in- 
formation on which it should rest. It 
seemed to me during my visit last 
spring that the situation was going 
along well in Oregon, and under 
thrifty administrative direction. This 
is one controversy where I need more 
education in order to work out a sound 
principle I can follow with confidence. 

What impressed me most of all 
about power development is the change 
of attitude and the disappearing resist- 
ance to such “socialist schemes.” I 
gather that even the private power 
people are glad to have the public pow- 
er now and the clamors seem to be for 
more and more of it. 


It may be that the governor intended 
that his reference (to power companies 
wanting more Federal power projects) 


367 


pT Nena 
po seco naan 


should be confined in its application to the 
Pacific Northwest. But if the governor 
is under the impression that electric com- 
panies, generally or to any great extent, 
are clamoring for more public power 
projects, especially under policies de- 
veloped by the Truman administration, 
he could well do with some more “educa- 
tion” on this particular subject. 


Cy Eisenhower’s reference was 
briefer and more cryptic. But for 
observers who like to read between the 
lines, there may be some significant 
implications for the electric utilities. It 
was in his address of August 20th at 
Boise, Idaho, that the General used Fed- 
eral power development and operations 
as an example of the present administra- 
tion’s drift to a “philosophy of the left.” 
The General had this to say on the point : 


Now, we have for a long time a gov- 
ernment that applies the philosophy of 
the left to government. The govern- 
ment will build the power dams, the 
government will tell you how to dis- 
tribute your power, the government 
will do this and that, the government 
does everything but come in and wash 
the dishes for the housewife. 


This suggests that the General thinks 
distribution of power from government 
dams ought to be left to the states or to 
the local people. This is certainly not the 
way the Interior Department has been 
interpreting Federal power policy. It 
would not seem to square entirely with 
the so-called “preference clause” in Fed- 
eral laws which gives an absolute priority 
in the distribution of power from Fed- 
eral dams to public agencies, under the 
terms worked out by Federal agencies. 

But the foregoing quote from the Re- 
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publican candidate is admittedly too 
brief and general to warrant any par- 
ticular interpretations one way or the 
other. We shall doubtless have more 
from General Eisenhower on the power 
question before the campaign is over. 


* 
Offshore Gas and Oil 


1TH General Eisenhower and the 

Republican platform already on 
record as opposing the proprietary 
claims of the Federal government in off- 
shore oil and gas, the rumor that Gov- 
ernor Stevenson might also be moving 
towards an attitude favorable to the posi- 
tion of the coastal states was pretty well 
exploded by the governor’s frank dis- 
avowal of the attitude urged upon him 
by Governor Shivers of Texas. But at 
the same time Stevenson did not seem to 
go so far as President Truman in his 
veto message last spring. 

Stevenson may not be willing to go all 
the way with those supporting the bill 
Truman vetoed. There seems to be some 
basis for the belief that, if elected, he 
would sign a modified states’ rights bill. 
A usually well-informed source, Petty’s 
Ou Letter, states that “It would not be 
too surprising if Governor Stevenson 
proves much more favorably inclined 
towards the states’ position on tidelands 
oil than was President Truman.” 

The National Petroleum Council an- 
nounced last month appointment of a 
committee to study and report on the oil 
and gas prospects of the controversial off- 
shore submerged lands. Chairman Wal- 
ter S. Hallanan said the committee on 
submerged lands productive capacity 
would make the study on the basis of 
technological aspects only, without re- 
gard to ownership or title. 

He said the oil and gas division of the 
Interior Department requested the study. 
L. S. Wescoat, president of the Pure Oil 
Company, Chicago, was named to head 
the 26-member group. Congress during 
its last session passed legislation to give 
title to the oil-rich submerged lands off 
the coasts to the states. President Tru- 
man vetoed the bill and it died when Con- 
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gress adjourned without further actio, 
* 


The Truman Budget Still Aheaf 


Ou thing is certain: No matter whic 
side wins the election, Presiden 
Truman is going to write the next budg 
for the operation of the Federal govern 
ment during the fiscal year 1954. The in 
dications are that it will not be so mu 
in the nature of a “swan song” as ; 
scrappy recommendation which might 
better be nicknamed “The Kid’s Las} 
Fight.” In other words, observers se 
the ’54 budget as Truman’s last chaned 
to pass on his ideas involving future goy 
ernment actions and expenditures. 
There is an angle of utility interest in 
all this, in view of the elaborate scheme; 
hinted earlier this year that the Budget 
Bureau has its own version of Feder 
water and power resources planning con 
trol. President Truman has sever: 


times, in public statements, indicated tha 
he would have something more to say to 
Congress about water resources policy, 


And inasmuch as he failed to do so dur- 
ing the last session, the only remaining 
explanation (now that the special session 
idea seems to be out) is that he plans to 
wrap all his proposals into a package and 
throw it at the 83rd Congress just be: 
fore he leaves the White House. The 
83rd Congress convenes on January 3rd. 
The budget must be submitted within 
fifteen days thereafter, whereas the new 
President will not be inaugurated until 
January 20th. All this means that the 
budget message and state of the union 
message will be delivered by Truman, as 
well as the economic message to Con- 
gress. 

The two months between election and 
inauguration are considered too short 
for any newcomer to make major over 
hauls. Past precedent has established 
that the outgoing President makes no 
mention of the change of office. Accoré- 
ing to custom, his budget is presented as 
if he were expecting to continue in office, 
and he may even attach a lengthy set 0! 
legislative recommendations. It is no 
only possible, but most likely, that Tr 
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man will take this approach to the prob- 
lem of passing on his recommendations, 
in lieu of a special session of Congress 
which he was prepared to call after the 
close of the political conventions. 


* 


Canadian Capers 


ROVINCIAL leaders of both Quebec 
P and Ontario have their own ideas 
about developing natural gas pipeline 
systems to supply the heavy industrial- 
ized eastern provinces. Up until a few 
weeks ago, there was considerable specu- 
lation about the Dominion government 
dealing with Washington at the diplo- 
matic level on a two-way agreement for 
import and export of natural gas. The 
idea would be to tie in the export of Al- 
berta gas to the Pacific Northwest states 
with the export of gas to Ontario and 
Quebec via American pipelines running 
north. 

Obviously, some assurances would 
have to be made—possibly in treaty 
form—that there would be no cutoff of 
supply at the border merely because of 
changing domestic conditions in either 
country. But Quebec and Alberta pro- 
vincial leaders are now reported to be 
swinging in favor of a trans-Canada pipe- 
line which would relieve the eastern 
provinces from depending on natural gas 
supplied from the United States. 

Premier Leslie Frost of Ontario, 
speaking at the recent launching of a new 
tanker to take Alberta oil from the end 
of a present pipeline at Superior, Wis- 
consin, to Clarkson, Ontario, said an all- 
Canadian natural gas pipeline should be 
sought. “Our natural gas resources in 
Ontario now have to be supplemented 
very largely by artificial gas or by gas 
imported into Ontario by U. S. pipe- 
lines,” he said. “The cold, hard fact is 
that with gas imported from outside 
Canada we are on the end of the line, 
and we take what is left. The great mar- 
kets of central Canada should be used in 
the development of Canadian gas and oil 
reserves,” 

Meanwhile, plans to export western 
Canadian gas were supported by the re- 
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cent Alberta elections. The Social Credit 
party was successful in its bid for a fifth 
consecutive term, bringing Premier E. C. 
Manning back into office. The Social 
Credit party, while technically advocat- 
ing radical monetary theories, is com- 
mitted by Manning to exploitation of the 
provincial oil and gas reserves through 
limited export. Manning’s policy of per- 
mitting export of natural gas to other 
provinces and the United States was an 
issue in the election, at which his party 
won popular endorsement. The opposi- 
tion to natural gas export claims that Al- 
berta reserves were sufficient only for 
the needs of the province. Alberta gas 
export proposals have been linked with 
Ontario-Quebec import proposals. 


Ww reference to the St. Lawrence 
seaway-power development, Ca- 
nadians seem to be assuming that the 
New York State Power Authority will 
get permission from the Federal Power 
Commission to join Ontario in the de- 
velopment of St. Lawrence hydroelectric 
power. This followed the action of the 
United States Court of Appeals sending 
the FPC licensing case back to the com- 
mission for further action—at the request 
of both the FPC and the New York 
board. 

Under the New York state proposal, 
the power features of the project on the 
U. S. side of the International Rapids 
section would be constructed by the state, 
while the Hydro-Electric Power Com- 
mission of Ontario would build the Cana- 
dian part, 

New York’s Governor Dewey, com- 
menting on the latest court proceedings, 
expressed himself as being “delighted to 
receive news” which indicates to him that 
“after twenty-two years we are at last 
making real progress with New York’s 
great program of developing the St. 
Lawrence river for cheap water power.” 
While the FPC, in the ordinary course 
of events, is not expected to act on this 
matter until after the election, the latest 
developments, coupled with the refusal 
of Congress to act on the seaway at the 
last session, are expected to take the St. 
Lawrence issue out of the campaign. 
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Exchange Calls 
And Gossip 


Phone Company Ties Expansion 
Program to Rate Boost 


HE General Telephone Company of 

Kentucky has told the Kentucky 
commission that it will have to stop con- 
struction programs unless it is granted a 
rate increase of $727,000 a year. The 
commission has adjourned the case until 
September 24th when witnesses will be 
cross-examined by counsel for the com- 
mission and counsel for those opposing 
the raise. The company has 57,630 tele- 
phones in Lexington, Ashland, Hazard, 
and 20 other towns in central and east 
Kentucky. Six cities and two counties 
are opposing the increase. 

H. J. Heuther, Jr., president of the 
company, described the application for 
higher rates as “another step in the 
struggle of this company for survival in 
times of national economic inflation.” 
Rates have been raised twice in five years, 
the last time in July, 1951. But the last 
increase had hardly gone into effect, com- 
pany witnesses said, before the company 
had to raise wages $214,000 a year to 
avert a strike. In addition, the Federal 
income tax rate increased from 47 to 52 
per cent. Added to these two factors, 
Heuther said, is the constantly increas- 
ing cost of materials. As a result, the 
present rate of return is “far below the 
6 per cent which was found by the com- 
mission as necessary to attract additional 
capital for investment in our business,” 
Heuther added. The company needs to 
raise $1,200,000 in additional capital to 
finance plant expansion designed to add 
3,646 new telephone stations. 

The new rates sought would give the 
company a 7 per cent return on its in- 
vestment. In general, the company wants 
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an average of $2.50 a month more on one- 
party business phones, and an average of 
$1.50 a month more on one-party resi- 
dence phones. 


¥ 


Ohio Commission Prosecutes 


Phone Company 


TS Ohio Public Utilities Commis- 
sion has made good its threat, re- 
ported last month in the ForTNIGHTLY, 
to prosecute companies for failure to obey 
commission orders. In an unprecedented 
action, the commission charged the 
Bucyrus Telephone Company with fail- 
ure to comply properly with an order 
issued August 24, 1951. That order re- 
quired the company to install six new 
long-distance positions by January |, 
1952, and to make monthly reports on 
the progress of these installations. 

The commission recommended that 
the company be fined $100 a day from 
August 6, 1952, until the toll positions 
are put into operation. Commission 
Chairman Robert L. Moulton said, in 
commenting on the order: 


This order will serve as notice to the 
rural telephone companies of Ohio that 
this commission will not tolerate con- 
tinued violation of its orders, The com- 
mission intends to see that this state 
has rural telephone service as good or 
better than any other state in the na- 
tion. The companies respond with 
marvelous alacrity when we order a 
rate increase and we intend to see to it 
that compliance is just as rapid when 
we order them to make service im- 
provements. 


The Ohio commission’s latest order 
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falls in line with its announced intention 
of securing marked improvements in 
rural telephone service throughout the 
state. The commission already has add- 
ed six telephone engineers to its staff and 
has inaugurated the procedure of hold- 
ing telephone service complaint hearings 
inrural areas, and established a firm bond 
between rates and quality of service. It is 
also considering plans for holding the 
frst telephone clinic in the nation in 
order to spur the companies to greater 
efforts and has indicated it may have to 
permit the formation of telephone co- 
operatives if privately owned companies 
do not do a satisfactory job of supplying 
Ohioans with the type of service they de- 
mand. 


¥ 
Union Seeks Change in Pension 


Plan 


\ source of friction between 

unions and management in the tele- 
phone industry may be what to do about 
industrial pension plans in the light of a 
hike in social security benefits. The CIO 
Communications Workers of America 
have already opened negotiations with 
the Northwestern Bell Telephone Com- 
pany for a change in its employer-paid 
pension plan to reap the benefits of high- 
er old-age payments voted by Congress 
just before it adjourned. 

Besides bargaining over terms of an 
entirely new contract, spokesmen for the 
union say they are determined to protect 
union members from losing out on high- 
er social security benefits. The present 
Bell system pension plan, in effect 
throughout Bell’s 23 operating com- 
panies, provides a minimum of $100 a 
month pension at age sixty-five. The 
$100 includes Federal social security pay- 
ments. That means that unless the plan 
is changed the company itself would get 
most of the benefits of higher social 
security. It would simply reduce its 
share of the minimum $100 pension. 

The new social security formula will 
mean at least a $5-a-month increase for 
workers who go on the retired rolls in the 
tuture. A number of other pension plans, 
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but not all of them, are similarly tied to 
social security payments. There are an 
estimated 27,000 Bell system pensions 
today. Many of these receive more than 
the minimum $100 retirement pay. The 
formula states that when the combined 
company pension and social security 
payment exceed $100, the pension shall 
be reduced by one-half the amount of the 
Federal payment. Unless the plan is 
changed, says the union, this means an 
effective average reduction of between 
$3 and $6 a month in the portion of the 
pension paid out by the company. 

Northwestern Bell already has agreed 
to meet in part the union’s demand that 
company payments continue at present 
levels despite the rise in social security 
payments. Union officials said employees 
retired before September Ist will get the 
higher social security benefits with no 
loss of company retirement pay. 


¥ 


TV Broadcasting Shows Proft 
For 1951 


Sw broadcasting shifted from 
a deficit-ridden enterprise to a 
money-maker in 1951 when the industry 
showed earnings of $41,600,000, accord- 
ing to the Federal Communications Com- 
mission. The profit figures, before taxes, 
contrasted strikingly with 1950 when the 
industry lost $9,200,000 and 1949 when 
it went into the red by $25,300,000. 

The statistics released by the FCC 
showed that 92 of the nation’s 108 sta- 
tions earned a profit, averaging $330,000 
income per station. Eight of the 14 sta- 
tions losing money were located in the 
two 7-station markets—New York and 
Los Angeles. Only one of the 40 TV 
stations located in one-station markets 
reported a loss in 1951. 

Last year’s figures also showed that 
for the first time, networks, including 
15 owned and operated stations, derived 
a greater proportion of their total broad- 
cast revenues and income from television 
than from AM radio. New York had the 
largest aggregate TV revenues—almost 
$23,000,000, while Los Angeles was sec- 
ond with $13,500,000. Chicago, Phila- 
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delphia, Detroit, Cleveland, Baltimore, 
Cincinnati, Washington, D. C., San 
Francisco, Columbus, and Atlanta came 
after them in descending order of sta- 
tion revenues, 


* 


USITA Ponders REA 
Telephone Program 


se United States Independent Tele- 
phone Association had some inter- 
esting computations on the Rural Elec- 
trification Administration’s telephone 
program in its letter to members, dated 
August 15th. REA’s telephone lending 
program, though it was launched in 1949 
after the REA Act of 1936 was amended, 
did not really get under way until 
July, when REA was reorganized by 
transferring personnel from its electric 
activities to telephone lending. Accord- 
ing to USITA, the breakdown of the 
number and amount of allocations made 
so far under the program are as follows: 
commercial companies, 134 loans, total- 
ing $38,937,500 ; co-operatives, 82 loans, 
totaling $40,873,000. In other words, co- 
operatives averaged about $500,000 per 
loan, while commercial companies re- 
ceived on the average about $200,000. 
USITA’s letter states: 


Information we have received from 
various sources indicates that since 
REA obtained telephone lending 
power in the fall of 1949, almost 275 
independent telephone exchanges have 
been acquired by telephone co-opera- 
tives with funds provided out of the 
Federal Treasury. Thus time marches 
on. And so seemingly does the tele- 
phone co-operative movement. .. . 


> 


Pennsylvania Bell Ordered to 
Submit Cost Study 


HE Pennsylvania Public Utility 

Commission has ordered the Bell 
Telephone Company of Pennsylvania to 
submit 5-year reproduction cost data for 
study in connection with its proposed 
$31,706,000 annual rate increase. The 
commission said the 5-year plant cost 
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study was necessary for “proper disposi. 
tion of the rate proposal,” suspended for 
six months to September 7th for investi. 
gation and public hearings. 

The company earlier declined a com. 
mission request to produce the 5-year 
figures, contending that it was not rele. 
vant to the rate case. The company in- 
stead submitted 1- and 2-year cos 
studies. In addition, Bell prepared an 
average reproduction cost study based on 
price levels for a 3-year period ending 
June 30, 1952, and gave it to all parties 
in the case, including counsel for the pro- 
testing cities of Philadelphia and Pitts. 
burgh and the state CIO. 

“Reproduction costs are an important 
element in arriving at fair value of a util- 
ity property,” the commission said. The 
proposed rates, affecting some 2,000,000 
subscribers, would increase most resi- 
dence telephone charges 50 cents a month 
and raise the nickle booth call to a dime. 


* 
Southern Bell Wins Rate 


Increase 


IGHER rates for South Carolina tele- 
phone subscribers have been de- 
creed by the state commission which 
granted the Southern Bell Telephone & 
Telegraph Company a new intrastate in- 
crease. At the same time, the commission 
directed the company to refund $1,170, 
000 collected from its customers between 
September 11, 1950, and March 31, 1951, 
while rates were put into effect pending 
decision. The order also modified the 
commission’s February, 1951, decision 
which denied the company any increase 
in its charges. 
Refunds to each customer will be 


negligible, probably not exceeding $10 


in most instances. The new schedule, 
estimated to net Southern Bell slightly 
more than $600,000 additional revenue 
annually, will give the company a prob- 
able return of 6.50 per cent. The com- 
pany had asked for a 7} per cent return 
during the July hearing on its request, 
and the commission indicated at the time 
that it would probably consider a 54 or 6 
per cent return. 
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Financial News 
and Comment 


Accounting for Tax Savings 
Resulting from Accelerated 
Amortization 


7: names of electric utility compa- 
nies continue to appear in the week- 
ly lists of corporations receiving fast 
amortization allowances from the Defense 
Production Administration. However, it 
was announced a few weeks ago that the 
government was getting ready to shut 
off the flow of authorizations, since allow- 
ances made to date should take care of all 
the industrial expansion needed to reach 
defense mobilization goals. 

Merrill Lynch recently estimated (Jn- 
vestors Reader, July 2nd) that the utility 
companies’ amortization grants account 
for 400 out of the 11,000 certificates, 
while the cost of their projects totals $2.8 
billion out of the grand total of $21 bii- 
lion. Some of the annual cash savings are 
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estimated as follows by Merrill Lynch: 


(Millions) 
Cleveland Electric Illuminating ... $2.7 
Consolidated Gas of Baltimore .... 1.2 
Middle South Utilities 
Ohio Edison 


The firm pointed out that utilities now 
subject to heavy EPT would be the great- 
est beneficiaries. 

There has been considerable difference 
of opinion and policy among the utility 
companies and the various regulatory au- 
thorities as to the best method of han- 
dling the accounting adjustments in con- 
nection with accelerated amortization. 
The SEC and the FPC apparently favor 
a policy of including the tax savings re- 
sulting from 5-year amortization as part 
of regular income, even though this may 
reflect overstatement of earnings. Some 
of the state commissions seem to take a 
more scientific approach. Consumers 
Power Company asked the Michigan 
Public Service Commission for guidance 
in the accounting of tax savings in con- 
nection with the 5-year amortization of 
$28,140,900 plant value. 


HE commission in its decision point- 

ed out that “the primary effect of the 
special rapid amortization of costs of de- 
fense facilities pursuant to § 124A of the 
Internal Revenue Code, is to reduce the 
amount of Federal income taxes payable 
during that amortization period and to 
increase the amount of Federal income 
taxes payable thereafter during any re- 
maining lives of the properties so amor- 
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tized. . . . The actual effect of the special 
rapid amortization of emergency facilities 
is not to create a windfall but simply to 
defer Federal income taxes, since the 
aggregate income tax payments are the 
same if the tax rate remains constant, 
whether the deduction is taken in sixty 
months or spread over a longer period.” 

The commission therefore ordered 
Consumers Power to set up a separate 
subaccount under taxes, “Provision for 
Deferred Federal Income Taxes,” and 
another account under appropriated 
surplus entitled “Appropriated Surplus 
Arising from Deferment of Federal In- 
come Taxes.” The former subaccount 
would be charged with the amount of the 
tax saving, and the latter amount would 
be credited. At the end of the 5-year pe- 
riod, when the tax savings would end, 
and thereafter for a period of twenty-five 
years (or during the remaining life of the 
property if less than twenty-five years) 
the system would be reversed. The 
subaccount under appropriated surplus 
would then be charged annually with 
one twenty-fifth of the total, which 
amount would be credited to a new sub- 
account under taxes entitled “Portion of 
Current Federal Income Taxes Deferred 
in Prior Years.” 


SIMILAR case is that of Cincinnati 
Gas & Electric Company, which re- 
cently issued a memorandum for security 
analysts and investors, to accompany a 
copy of the decision of the Ohio Public 
Utilities Commission, which follows the 
general line of the Michigan order, al- 
though in slightly different language. In 
its memorandum Cincinnati Gas & Elec- 
tric pointed out that during the 5-year 
period of accelerated amortization the 
amount of depreciation in excess of the 
normal amount would aggregate $26,- 
285,268 (which amount would extend 
from the middle of 1952 through 1960, 
in varying annual amounts). Applying 
current tax rates, the deferred taxes dur- 
ing this period would approximate $14,- 
000,000, which cash saving would be 
applied toward the construction program. 
The method adopted by the Michigan 
and Ohio commissions of setting up spe- 
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cial reserves for future tax payments 
seems excellent as a stabilizing device, 
Many years ago some holding company 
subsidiaries charged substantially more 
depreciation in their reports to the Treas. 
ury Department than was charged in the 
reports to stockholders. Thus plant ac- 
count was written down rapidly on the 
tax books, with the result that some of 
these companies now have to pay excess 
profits taxes, even though they are not 
earning an abnormally high return on the 
rate base. Earnings as reported to stock- 
holders were thus benefited in the early 
days by the tax savings, but are now hurt 
by the imposition of high taxes, 

In order to maintain a fair balance of 
interest between different generations of 
stockholders, particularly in connection 
with such a large income item as taxes, 
it seems essential to use a reserve system 
wherever feasible, just as reserves are 
used to soften the blow of plant retire- 
ments. It is to be hoped that the Federal 
commissions will recognize the impor- 
tance of this stabilizing factor. In any 
event, utility companies should give de 
tailed information to their stockholders, 
either in the income account or in foot- 
notes, as to the policy and method pur- 
sued. 


agen to the current practice of 
some of the larger companies in re- 
porting amortization savings: American 
Gas & Electric Company increases its 
earnings by the amount of the tax say- 
ing, which in the twelve months ended 
June, 1952, approximated $762,000 or 
about 14 cents a share. However, the 
item is fully explained in a footnote, 
which adds “the amount of the increase 
in net income resulting from this pro 
cedure is not regarded as being available 
for current distribution to stockholders.” 
West Penn Electric Company shows its 
tax saving as a “Special Tax Adjust- 
ment,” further explained in a footnote. 
Consolidated net income is stated in two 
ways, both “before and after” the item, 
but share earnings are stated only one 
way, before the adjustment. 

Some companies are not showing the 
adjustment at all, but leave it buried in 
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the income tax figure. In our opinion the 
item should be segregated or at least foot- 
noted, so that the financial services and 
the utility analysts can make any desired 
adjustment themselves. 

The Irving Trust Company is making 
a survey of a selected group of financial 
analysts to determine the type of informa- 
tion which they desire on rapid amortiza- 
tion, and how they wish the information 
presented to them. The results of this sur- 
vey will later be made available to the 
utility companies. 


5 


Electric Utility Earnings 
Well Maintained 


“to latest FPC bulletin, for the month 
of June and twelve months ended 
June 30th, indicates that the earnings of 
the electric utility companies are being 
well maintained, In June the number of 
customers was 3.5 per cent over last year, 
but due to the steel strike industrial sales 
of electricity were down 3.3 per cent and 
total sales gained only 1.5 per cent. Resi- 
dential sales continued to make an excel- 
lent showing, with a gain of 12.6 per cent, 
although the revenues gained only 11 per 
cent, reflecting a continued decline in 
average revenues per kilowatt hour for 
this class of service. The same was true 
in less degree of commercial sales and 
revenues. However, kilowatt-hour re- 
ceipts for industrial sales showed a good 
gain over last year, revenues increasing 


1.7 per cent despite the decline in sales. 
Thus total revenues gained 6.1 per cent. 

Fuel expense continued to reflect the 
use of more efficient generating units as 
well as reasonable coal prices, declining 
slightly from last year. Salaries and wages 
gained 11.1 per cent but miscellaneous 
expenses were held to an increase of 8 
per cent. Taxes showed a gain of 6 per 
cent over last year: Cancellation of the 
tax on electrical energy offset about three- 
quarters of the gain in income taxes, and 
EPT were negligible—less than half of 
last year’s figures. 

Interest on long-term debt increased 
11.7 per cent but miscellaneous deduc- 
tions were extremely small (presumably 
due to the interest credit on construction, 
which is not itemized), so that total in- 
come deductions gained only 4.2 per cent. 
Thus net income increased 11.6 per cent 
over June, 1951, more than keeping pace 
with the increase of 10.1 per cent in plant 
account. For the twelve months ended 
June, however, the results were some- 
what less favorable. While revenues 
gained 7.8 per cent, fuel costs averaged 
8.6 per cent higher and the increase in 
net income was only 7.6 per cent. 


> 


Financing the Construction 
Programs of the Independent 
Telephone Companies 


HomMAas W. McMaAnow, Jr., of the 
Chase National Bank recently out- 





U. S. Long-term Bonds—Taxable 
Utility a 
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ned the bank’s plans and policies in aid- 
yg independent telephone companies 
ith the financing of their construction 
rograms, and we summarize as follows 
rom his statement. (Full text of this in- 
resting statement was slated to appear 

:the journal of the telephone industry, 
filephony, issue of September 20th.) 

It is only in the comparatively recent 
st that the rate of growth and the im- 

rovement in service have made it neces- 
pry for the smaller telephone companies 

seek outside capital. The present de- 
and for greatly increased facilities is 
ye, according to Mr. McMahon, to 
te following factors: (1) the general 
endency on the part of American indus- 
yto decentralize operations, (2) a con- 
fant and apparently increasing trend 
way from the large cities and toward 
ne suburbs, (3) the generally higher 
kandard of living today, and (4) the in- 
istence on the part of rural residents for 
lephone service as good as that available 
in the large centers. 

Unlike many manufacturing industries, 
the telephone business cannot obtain from 
internal cash all the funds it requires for 
urent heavy expansion, but must obtain 
wbstantial aid from outside sources. 
@Vhile telephone companies are fortified 


against some of the risks which beset 
industrial companies, they are vulnerable 
to the impact of adverse rate regulation. 
In appraising the credit position of a tele- 
phone company, the major question is, 
therefore, whether the regulatory bodies 
having jurisdiction will permit rates high 
enough to provide the net earnings neces- 
sary to justify investor confidence in the 
company’s securities. 


ere financing is usually diffi- 
cult for the smaller telephone compa- 
nies until the new plant is installed and 
earning money, so that there is a demon- 
strated record of earnings on which to sell 
the new securities. This is where com- 
mercial bank loans enter the picture—to 
bridge the period until construction 
money is put to work. The use of bank 
loans gives the independent telephone 
company greater flexibility in its con- 
struction program, so that customers’ 
service requirements can be taken care of 
promptly—postponing temporarily the 
details and timing of permanent financ- 
ing. Moreover, such temporary financing 
also affords protection against delays, 
difficulties, and changes with the con- 
struction program. Another advantage is 
that the bank loan can frequently be 
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speedily arranged, perhaps over the tele- 
phone, once the bank is provided with 
complete information. The average bank 
loan is accomplished with a minimum 
amount of paper work and without the 
rigid contractual arrangements necessary 
in the flotation of bonds or debentures. 
However, since it is generally difficult to 
repay bank loans by amortization, they 
are usually confined to those companies 
which expect to do permanent financing 
at a later date. 

Many independent telephone com- 
panies have now discovered that there is 
a local market for their equity securities, 
and an institutional market for their 
bonds and debentures. Forty-six of those 
independent telephone companies, which 
formerly arranged bank credits with the 
Chase, later sold either common or pre- 
ferred stocks to their present stockhold- 
ers, to subscribers, or to the general pub- 
lic in their service areas. Where the 
management is well regarded and enjoys 
adequate rates and good public relations, 
a local market can frequently be de- 
veloped for equity securities. In making 
such sales, however, earnings are a pre- 
requisite, hence the need for a bank loan 
during the preliminary stage of building 
up the earning power. 


A’ to debt securities, the 684 legal re- 
serve life insurance companies, to- 
gether with the newer pension and trust 
funds, are constantly seeking new invest- 
ments. The insurance companies are now 
becoming more familiar with the tele- 
phone business and they also realize the 
importance of aiding small business enter- 
prise. To further this trend, Chase Bank 
in June, 1951, held a meeting at which 
were present the representatives of 22 
leading life insurance companies and sev- 
eral independent telephone companies. 
This meeting produced gratifying evi- 
dence of insurance company interest in 
financing the independent telephone com- 
panies, and a significant number of Chase 
loans to these companies have been re- 
paid, either through equity financing or 
by debt financing arranged with life in- 
surance companies. 

The local commercial banks in many 
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cases participate with the Chase Bz 
in extending the preliminary stand.) 
credits. Chase itself has granted over 10 
credits to independent telephone comp, 
nies (exclusive of system companies 
located in 28 states, ranging from sma 
to large amounts. Under the usual “stang 
by construction credit” the telephon 
company may by contract borrow up to 
stipulated amount during a specified co 
struction period and is permitted a state 
time thereafter in which to demonstrat 
the anticipated earnings resulting fro 
the construction, and to consummate pro 
gram for permanent financing. 

To illustrate this let us assume that th 
XYZ Telephone Company contemplate 
a dial conversion program, which it i 
estimated may take some eighteen mont 
to complete. Assuming satisfactory con 
ditions otherwise, a commercial bank 
speaking for Chase, would probably per 
mit an 18-month take-down period dur 
ing which time the company could bor 
row up to the stipulated maximuq 
amount of the loan as work progresse 
Since new properties may not produc 
anticipated results immediately upon cut 
over, the notes might mature a year o 
so beyond the initial eighteen months 
The purpose of this additional time period 
is to permit the company to improve thé 
scope and quality of its service, to securé 
adequate rates, and to. demonstrate up td 
a year’s earnings on the new basis 
operation before going to the capital mar. 
kets for the sale of permanent securities 


Ds all of the thirty months the 
company woud pay interest on bor 
rowed funds but no repayment of prin 
cipal would be required. During thé 
stand-by period a fee is charged, based 
on the unused portion of the credit. This 
fee is only a fraction of the borrowing 
rate and is compensation to the bank fo 
insuring the borrower that the full amount 
of the credit is held available for a fixed 
period of time at a predetermined rate 
of interest under definite contractual con 
ditions negotiated in advance. 

Larger companies with established 
markets for their securities can also ust 
stand-by credits to good advantage. Per- 
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manent financing can be an expensive 
project if resorted to too frequently and 
or small amounts. Particularly for the 
smpany that is growing rapidly, the use 
of bank money to carry a program for 
aperiod of time permits such a company, 
assuming that it is operating under an 
Mstablished indenture and has the right 
to issue additional bonds thereunder, to 


go to the capital markets less often, and 
then for larger amounts. 

In arranging for the bank loan capable 
management is a prerequisite. As basic 
working papers, the bank must obtain for 
examination the detailed budgets, definite 
plans for improvements, financial state- 
ments, and crystallized plans for main- 
taining a sound financial structure. 


e 


CURRENT UTILITY STATISTICS AND RATIOS 


Unit Cost 
Bill. KWH 


Operating Statistics (June) 
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Hydro-generated .. 
Steam-generated .. 
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Amortization, etc. .. 
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Reserve for Depreciation and Amort. 
Net Electric Utility Plant 
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RECENT FINANCIAL DATA ON GAS COMPANY STOCKS 


Indi- 
cated —I12 Mos. Share Earnings#— 
8/19/52 Divi- Freq. Price. 
Price dend See. G yaar % In- Of Re- Earn. 
About Rate teld Period crease ports** 
Pipelines (Some Production) 
Mississippi Riv. Fuel ... 
Southern Nat. Gas 
Tenn. Gas Trans. 
Texas East. Trans. 
Texas Gas Trans. ...... 


6.1% $3.23je ay 

8 4.6lje ay 
5.6 1.78je qy 
ae 1.76d a 
5.9 1.49je ay 


Averages 4.6% 
Integrated Companies 
* a $2. ae 
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Columbia Gas System .. 
Consol. Gas Utils. 
Consol. Nat. Gas 

El Paso Nat. Gas 
Equitable Gas 

Interstate Nat. Gas 
Kansas-Neb. Nat. Gas .. 
Lone Star Gas 
Mountain Fuel Supply .. 
National Fuel Gas 
National Gas & Oil .... 
Oklahoma Nat. Gas .... 
Pacific Pub. Serv. ...... 
Panhandle East. P. L. .. 
Pennsylvania Gas 
Peoples Gas Lt. & Coke . 
Southern Union Gas ... 
United Gas Corp. ...... 


Averages 


Retail Distributors 
Atlanta Gas Light 
Brooklyn Union Gas ... 
Central El. & Gas 
Consumers Gas 
Fall River Gas Works .. 
Hartford Gas 
Haverhill Gas Lt. 
Houston Nat. Gas 
Indiana Gas & Water... 
Jacksonville Gas 
Kings County Ltg. ..... 
Laclede Gas 
Minneapolis Gas 
Mobile Gas Service 
New Haven Gas Lt. .... 
North Shore Gas 
Pacific Lighting 
Portland Gas & Coke .. 
Rio Grande Valley Gas . 
Seattle Gas 
So. Jersey Gas 
So. Atlantic Gas 
United Gas Improv. .... 
Wash. Gas Light 
West Ohio Gas 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, AND 
WATER COMPANIES 


—12 Mos. Share Earnings#— 
Freq. Price- 
Appres. & Current %In- Of Re- Earn. 
About Rate teld Period crease ports** Ratio 
Communications Companies 
Bell System 
Am. Tel. & Tel. (Cons.) 154 
Cinn. & Sub. Bell Tel... 74 
Mountain Sts. T.& T... 101 
New England Tel. ..... 112 
Pacific Tel. & Tel. 113 
So. New Eng. Tel. ..... 


8% $11.45my = mcy 13.4 
4.56d qe 162 
5.60m D23 ay 180 
6.90je D7 qy 162 
7.92my D6 ay 143 
1.88d Dil qc 18.6 


16.1 
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Averages 
Independents 
Central Telephone 
General Telephone 
Peninsular Tel. 
Rochester Tel. 
ansit c4~¢ 
Cinn. St. Ry. 
Dallas Shy SB TOM, ccc 
Greyhound Corp. ....... 
Los Angeles Transit ... 
Nat. City Lines 
Phila. Transit 
St. Louis P. S. A 
Syracuse Transit 
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Water Companies 

Holding Companies 
Amer. Water Works .. 
N. Y. Water Service ... 


Operating Companies 
Bridgeport Hydraulic .. 
Calif. Water Serv. 
Elizabethtown Water ... 
Hackensack Water 
Jamaica Water Supply . 
New Haven Water .... 
Ohio Water Service .... 
Phila. & Sub. Water ... 
Plainfield Union Wt. ... 
San Jose Water 
Scranton-Spring Brook . 
Southern Cal. Water . 
West Va. Wt. Service .. 
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C—Curb exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. D—Deficit. *Increase in balance for common stock. # Earnings are calculated on e777 
number of shares outstanding, except as otherwise indicated. PF—Pro forma. ju—July, 1951. 
d—December, 1951. j—January, 1952. f—February. m—March. ap—April. my—May. je—June. 
ju—July, 1952. NC—Not comparable. **The following symbols are used in this column to indicate 
the periods and frequency of earnings reports: a—Calendar year only. b—Twelve months only 
(reported monthly). bg—Twelve months only (reported quarterly). c—Cumulative months and 
twelve months. mc—Latest month and cumulative months. mcy—Latest month, cumulative months, 
and twelve months. q—Latest quarter only. qc—Quarters cumulatively. qy—Latest quarter plus 
last twelve months. my—Latest month and twelve months. x—Stock dividend also paid in 1951. 
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Unions and Telephones 


Lae BaRBASH, the author of Unions 
and Telephones, has written a unique 
account of the growth of unionism in the 
telephone industry which should prove 
of interest to utility executives. In his 
treatment of the rise of the Communica- 
tions Workers of America, the author 
frankly admits at the outset his sym- 
pathetic feelings for the union, owing to 
his personal involvement with much 
of its history and present personnel. He 
insists, however, that “Nothing has hap- 
pened in the course of the research and 
writing to alter my sentiments in this 
respect except to confirm my first im- 
pressions that here is a union which 
survived and grew on its own power in 
the face of what could easily have been 
ruinous obstacles.” Set within these 
limits, the book is a fair and objective 
account of the extension of industrial 
unionism in the communications in- 
dustries. 

Barbash starts his story around the 
turn of the century when members of the 
Electrical Workers (AFL) first began 
to drift into telephone work. There fol- 
lows an analysis of union activity under 
the International Brotherhood of Elec- 
trical Workers, whose efforts reached a 
climax during World War I and then 
collapsed in the face of secessions, rival 
organizations, and bitter conflicts over 
status and autonomy of telephone work- 
ers within the union. 

Of the IBEW’s failure to adopt an 
industry-conscious approach to union 
activity, Barbash says: 


Mr. Noonan [president of the 
IBEW] thought that the industry 
approach was what defeated IBEW 
organization in the telephone indus- 
try. I believe that there wasn’t enough 
of it. From the point of view of main- 
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taining IBEW as a craftsmen’s organ- 
ization, Mr. Noonan could be right. 
From the point of view of organizing 
telephone workers into lasting and 
effective unions, the industry-wide 
union has proved to be the only feasi- 
ble method of building a telephone 
workers’ union, and of bargaining with 
the major employer. . . . IBEW was 
uncomfortable with an industry ap- 
proach to the organizing problems in 
the telephone industry. 


was the coming of the New Deal 
and the Wagner Act, independent 
employees’ associations began to emerge 
from the old company unions. Barbash 
has chosen to call “Operation Boot- 
strap” the second chapter of his book, 
dealing with the rise of the National 
Federation of Telephone Workers, a 
loose confederation of employees’ asso- 
ciations which struggled for ten years to 
catch up with the main stream of union- 
ism in other industries. This period, 
says the author, “was a proving ground 
for telephone unionism. Isolated from 
the main stream of union development 
since 1919, the telephone unions had to 
learn from the impact of events. ...a 
century of labor history had to be tele- 
scoped into ten years . . . But what is 
significant for the idea of democracy is 
that without outside help — indeed, in 
spite of outside opposition — the tele- 
phone workers were growing into ma- 
ture and effective unionism through their 
own efforts.” 

According to Barbash, failure of man- 
agement to recognize the facts of life, its 
apparent belief that the employees’ asso- 
ciations would never develop into 4 
national union, played no small part in 
the growth of the NFTW. The result of 
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management’s attitude was a failure to 
challenge the NF TW in time so that “the 
cohesiveness of the unions that made up 
the NFTW was never really subjected 
to a sustained trial.” 

The trial soon came on the heels of 
the close of World War II, culminating 
in the strike of 1947 which Barbash ad- 
mits was a miserable failure. Here the 
author presents an interesting contrast 
between strategy employed by the 
American Telephone and Telegraph 
Company and associated companies in 
the successful near-strike of 1946 and 
the unsuccessful 1947 strike. “. . . the 
critical difference between 1946 and 
1947,” he states, “was that the AT&T 
was not prepared to risk a strike in 1946. 
But in 1947, AT&T was not only pre- 
pared for a strike, it left the NFTW no 
self-respecting way out except a strike.” 

Barbash blames the inability of the 
NFTW to bring the 1947 strike to a suc- 
cessful conclusion for the strike’s failure 
as well as “structural defects” in NFTW 
organization. At any rate, the failure of 


the strike “shook the organization to its 
foundations” and pushed what was never 
more than a loose confederation of au- 
tonomous unions into a real national 
union—the Communications Workers of 
America and, finally, affiliation with the 
CIO. 


ARBASH devotes the second half of 

his book to an analysis of CWA— 
its methods, objectives, leadership, and 
relations with the Bell system. No doubt 
some readers will wonder why the 
author has chosen to omit all reference 
to the independent telephone industry, 
but such is the case. Nor has he seen fit 
to describe CWA relations with the 
public, a subject which would seem to 
demand some attention in any historical 
analysis of union activity. However, the 
absence of any such reference has not 
prevented Barbash from telling a worth- 
while story competently and as fairly as 
might be expected. 

He is quite candid in his description 
of CWA bargaining strategy, in situa- 
tions where it finds itself in a weak posi- 
tion. He reveals that none of the union 


leaders believed that a successful strike 
would be possible in 1949-50 and so a 
policy was adopted of revealing bargain- 
ing strategy “to as few people as pos- 
sible.” 

Ruling out a strike in 1949-50, a 
way had to be found to “insure bargain- 
ing gains through maneuvering rather 
than a straight-out contest of force.” The 
maneuvering would consist of drumming 
up “considerable furore” on the possibil- 
ity of strike action, to point to the plight 
of the telephone worker, and to get 
AT&T and the government to consider 
fact-finding. The idea that the union 
could be built up to the point of striking 
without actually striking was considered 
feasible, says Barbash, but the bar- 
gainers were cautioned “against being 
swayed by their own oratory.” “A 
group of divisions in a ‘flexible’ bargain- 
ing position were selected to reopen their 
contracts. That is, they were not under 
the so-called ‘bear-trap’ provisions 
‘where thirty days’ notice would be given 
and then thirty days of bargaining would 
be undertaken and then the bargaining 
was over on a take-it-or-leave-it basis.’ ” 
It appears the principles of Machiavelli 
apply just as much to management- 
union relations as they do to international 
diplomacy. 


NION leaders were quick to see that 
the real weakness of their organiza- 
tion lay in too much decentralization of 
power. As one leader complained, 
“,. . our own outfit acts like a Mexican 
army, where everybody is a General. ...” 
The result was a reorganization of the 
union to provide a two-level structure. 
Where the 1947 constitution permitted 
the division to occupy a level of authority 
between the national union and the local, 
now efforts were made to strengthen the 
national organization by eliminating the 
divisions as a level of authority. There 
were objections that the new structure 
merely substituted union paternalism for 
Bell paternalism, but they were over- 
ruled. 
In his analysis of the Bell system, Bar- 
bash presents what he claims to be evi- 
dence that AT&T, despite contrary rep- 
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resentations, does in fact have uniform 
policies with which all associated com- 
panies somehow see fit to comply. He 
points to the following facts: No Bell 
company challenged recognition when 
NFTW was organized in 1939; recogni- 
tion was invariably challenged through- 
out the Bell system when NFTW was 
converted to CWA, and when CWA 
affiliated with CIO; the Bell system was 
committed to a settlement in 1946 by its 
then vice president, Cleo Craig. The 
pension system was altered uniformly 
throughout the Bell system in 1949; 
management bargaining strategy in 1948, 
1949, and 1950, and in the defense period 
was consistent with that of the associat- 
ed companies; finally, Bell system has a 
uniform wage policy. Concludes Bar- 
bash: “I have no evidence of specific 
meetings or specific memoranda where 
these uniform policies were established 
throughout the Bell system. I do sug- 
gest, however, that the alternative ex- 
planation for these events—coincidence 
—is not tenable, as it has not been tenable 
for any congressional or executive agency 
which has investigated the Bell system.” 


HE author’s judgment of present 

CWA leadership is generally favor- 
able. He admits that Joe Beirne “is not 
the kind of person who can readily evoke 
sentiments of ‘do or die for good old Joe 
Beirne’ among union members.” Blunt, 
outspoken, and a hardy back slapper are 
the adjectives Barbash would attach to 
CWA’s president. “His manner,” the 
author tells us, “gives him the deceptive 
appearance of an extremist. But Beirne 
is uncommonly perceptive as to how far 
his people will go in any given direction. 
What makes him an effective leader is 
that he sizes up the main drift faster than 
most, and then proceeds to take his stand 
—and to take it vigorously and elo- 
quentiy.” 

As for other CWA executives, Bar- 
bash finds them generally a young group, 
all of them out of the telephone industry, 
diverse in their attitudes and, as union 
leaders go, a formally educated group. 
He denies that CWA is a one-man or- 
ganization, largely because many of the 
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leaders have built effective organizations 
in their own right. 

Barbash concludes his study with some 
gratuitous advice to Bell system manage- 
ment based on these assumptions: 


1. CWA is here to stay. If, acting 
in understandable economic interest, 
company policies were premised on 
the theory that CWA could not last, 
that theory can be abandoned. There 
is firm evidence of CWA’s staying 
powers. 

2. If there is any merit to the Bell 
system’s position that the associated 
companies are autonomous, it can 
only be on legal grounds, not on 
factual grounds. 

3. Interruptions to the nation’s tele- 
phone service are a luxury which can 
be dispensed with, without damage to 
the essential interests of management, 
stockholders, unions, and the con- 
sumer. 

4. The Bell system has demonstrat- 
ed substantial ingenuity and even 
creativeness in dealing with the prob- 
lems of technology, profit making, the 
usefulness of its service, and even his- 
torically in certain aspects of employee 
welfare. It should be possible to ex- 
tend this ingenuity and creativeness to 
plowing new fields in dealing with the 
unions that represent its employees. 


rt believes that management 
and the union should “define the 
scope” of their negotiations to be han- 
dled strictly on the national level, and 
leave other matters to be handled locally. 
“Meetings between management and 
union executives on all levels of author- 
ity ought to be held at times other than 
negotiation periods, when the atmosphere 
is tense and potentially explosive,” he 
states, 

Barbash calls on management to stop 
blaming “outside agitators” for unsatis- 
factory situations within the industry. 
He points out that the telephone workers 
organized themselves, that every officer 
of the union is a current or former em- 
ployee in the telephone industry selected 
by management. Finally, he reminds 
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anagement that the rank and file of 
rlephone workers have supported their 
sion in the majority of instances. 

There will of course be those who will 
ot agree with the author’s viewpoint. 
home “will take exception to his estima- 
on of the present leadership of CWA, 
hile others will wonder about the ab- 
nce of any advice to the union. But it 
rould be hard to deny that the author 
las assembled an imposing array of facts 


and has presented his material as hon- 
estly and effectively as possible within 
the limits he has set for himself. Though 
he has confined himself to the telephone 
industry, he has shed a good deal of light 
on many problems now facing organized 


labor. 
—F. M. 
UNIoNsS AND TELEPHONES. By Jack Barbash. 


Harper & Brothers, New York, New York. 
Price, $2.50. 246 pages. 





Understanding Our Free Economy 


HE champions of the free enterprise 

system in America will no doubt 
nlcome a new textbook on economics 
ritten by Yale professor emeritus Fred 
R. Fairchild in collaboration with 
Thomas J. Shelley of Yonkers (New 
fork) high school. Intended as an in- 
troduction to economics for high school 
sudents, Understanding Our Free 
Economy contains a spirited defense of 
he American system with emphasis on 
se role it has played in the tremendous 
rowth and industrial development of 
United States, and the consequent 
gh standard of living. 
The whole of Part Nine is devoted to 
discussion of the real accomplishments 
the American economic system, a com- 
nrison of the free economy with various 
fanned economies, and an examination 
ithe steps away from the free economy 
wently taken in the United States with 
n appraisal of the consequences thereof. 
(tility men who have iong feared that 
hudents of economics are getting a 


somewhat distorted, one-sided view of 
the benefits to be derived from govern- 
ment projects will rejoice at the authors’ 
frank and strictly economic analysis of 
such projects as the Tennessee Valley 
Authority. The book approaches the 
economic problems of our time directly, 
basing the discussion on principles rather 
than overgeneralized statements. 

In addition, the authors consistently 
supplement United States history by 
explaining the historical background in 
the rise and development of our eco- 
nomic institutions and contemporary 
problems. It would be difficult to con- 
test the opinion of the publishers that 
“Here at last is an elementary economics 
textbook designed for high school use 
that takes a positive approach to the 
achievements and accomplishments of 
the American system of free a 


UNDERSTANDING Our FREE Economy. By Fred 
R. Fairchild and Thomas J. Shelley. D. Van 
Nostrand Co., Inc. New York, New York. 
Price, $3.96. 589 pages. 





Water, Water Everywhere—Why Not Drink It? 


HE discovery of methods for taking 
the salt out of sea water at relative- 
low cost opens the way for turning 
teak deserts around the world into rich 
am lands, according to Dr. J. R. Smith, 
tofessor emeritus of economic geog- 
raphy at Columbia University. Dr. 
mith said California, Australia, and 
stael are areas most likely to profit from 


385 


the large-scale use of desalted sea water. 

Addressing the Seventeenth Interna- 
tional Geographical Congress, recently 
held in Washington, D. C., Smith said 
researchers at Harvard and Massachu- 
setts Institute of Technology have devel- 
oped a desalting process which costs 
only a fraction of previous methods. The 
experimenters have developed a filtering 
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membrane made of coal tar and pe- 
troleum products which Smith said can 
desalt 1,000 gallons of sea water at an 
electric expenditure of 20 kilowatts, 
compared with 100 kilowatts for the 
next best method. 

This desalting membrane, Smith indi- 
cated, suggests great results in new 
processes in manufacturing and indus- 
try using a great variety of liquids, as 


well as in the field of city and industrial 
water supply. “Important results may 
follow a limitless supply of municipal 
water for towns on arid islands or desert 
shores where there is plenty of cheap 
power such as may come from desert sun 
power or from sea water,” he predicted. 

Professor Smith believes the artificial 
membrane process might save the city of 
Los Angeles and many others, 





Production for Freedom Week 


fponacen business, industry, and agriculture 
will team together for a nation-wide salute 
to this country’s productive might when “Pro- 
duction for Freedom Week” is observed Sep- 
tember 7th to 13th. (See frontispiece, page 332.) 

Virtually every type of economic activity 
will be reflected in this salute to the nation’s 
ability to produce. The celebration adds up 
production accomplishments of the past and 
present, but more importantly points to the 
aims of the future. 

Conceived by the Electric Companies Pub- 
lic Information Program, it has received en- 
thusiastic response from all industry and agri- 
culture. 

A series of 13 television shows over the 
American Broadcasting Company network is 
under way. Each of the weekly programs of 
the “Production for Freedom Theater” is de- 
voted to the story of specific industries, from 
coal to aircraft. 

Here is the schedule of “Production for 
Freedom” radio shows: 

CoaLt.—“Black Gold,” with Ralph C. Mulli- 
gan, director of public relations, Bituminous 
Coal Institute, as keynoter. On 250 independ- 
ent stations in co-operation with the Westing- 
house Electric Corporation. No date set. 

AvuTOMOTIVE.—“The Extra Room,” with 
George W. Mason, president of the Automo- 
bile Manufacturers Association, as keynoter. 
This was slated for the Mutual Broadcasting 
System network, Sunday, August 31st. 

SteeLt.—“Steel Yourself, Mr. Hubbard,” 
with Benjamin Fairless, chairman of the board, 
United States Steel Corporation, as key- 
noter. On the National Broadcasting network, 
Saturday, September 6th. 

CoMMUNICATIONS.—“Keep in Touch,” with 
Mark R. Sullivan, president, Pacific Tele- 
phone & Telegraph Company, as keynoter. On 
250 independent stations in co-operation with 
the Westinghouse Electric Corporation. No 
date set. 

AIRCRAFT.—“Aviation,” with Donald W. 
Douglas, president, Douglas Aircraft Com- 
pany, as keynoter. On the American Broad- 
casting Company network, Saturday, Septem- 
ber 13th. 

More than 30 companies producing national 


magazine and newspaper ads, all centered on 
the Production for Freedom theme. 

The Chamber of Commerce of the United 
States has endorsed the program. Its presi- 
dent, Laurence F. Lee, commented in a mes- 
sage to all local chamber of commerce officials: 
“The opportunity to participate in Production 
for Freedom Week is a challenge to the initia- 
tive and ingenuity of business leaders in every 
community and industry. Certainly there is a 
real need to build a broader understanding of 
how America is achieving a miracle of pro- 
duction to safeguard freedom.” 

The electric industry itself is well under 
way in plans for nation-wide participation in 
the program. National chairman for the in- 
dustry is A. C. Spurr, president of the Mo- 
nongahela Power Company, Fairmont, West 
Virginia. 

Through messages to the public, window dis- 
plays, newspaper, radio, and TV ads, exhibits 
at county and state fairs, participation in com- 
munity industrial fairs, the electric companies 
are telling the role of electricity in our pro- 
duction success. 

This is part of the story they are telling: 

“Cheap electric power—the only slave labor 
in any American factory—is the key to the 
miracle of U. S. production of goods—the 
goods that give us unparalleled prosperity, the 
goods that make the United States the supply 
base for a free world. 

“Each day an American worker at his job 
uses enough energy in electric power to equal 
210 other men working at the same task. 
These 210 ‘electric helpers’ are the slave 
laborers always available. c 

“The iron and steel industry is using twice 
as much electricity as in 1939; chemicals twice 
as much, and the rubber industry has tripled 
its use of electric power. 

“The capacity of the power industry has 
increased almost 50 per cent since World War 
II... .. In 1952, the industry will spend $2,750,- 
000,000 to enlarge this capacity. If the materials 
are available to complete present schedules, 
the generating capacity of the business-man- 
aged companies will be 104,000,000 kilowatts by 
i to 75,000,000 at the end of 
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Gas Heating Limit Eased 


IMITATIONS on the sale of natural gas 
to new customers for space heating 
and large volume use have been removed 
over a wide area. Secretary of the In- 
terior Chapman, Petroleum Adminis- 


trator, relaxed the restrictions last 
month. 
A ban still applies, however, in 


all areas supplied wholly or partly by the 
Michigan-Wisconsin Pipe Line Com- 


pany. 


Chapman said the Petroleum Admin- 
istration for Defense had found the sup- 
ply of gas available to Panhandle East- 
ern Pipe Line Company adequate to 
meet expected demands and restrictions 
on new home heating and large volume 
customers were being lifted in areas 
served by its lines. 

Originally new customers were 
banned in 15 states. Now they apply to 
six, plus the District of Columbia and a 
part of Michigan. 


California 


PG&E to Deliver Central 
Valley Power 


be Pacific Gas and Electric Com- 
pany has agreed to deliver Central 
Valley project power over its lines to the 
Sacramento Municipal Utility District 
and seven other potential preference cus- 
tomers of the government. Richard L. 
Boke, Sacramento regional director of 
the U. S. Bureau of Reclamation, made 
the announcement last month. 

SMUD officials already have con- 
ferred with the bureau on a possible 
contract for CVP power when the utility 
district’s contract to buy its energy from 
the PG&E expires on June 30, 1954. 

Boke estimated SMUD would save 
$600,000 annually on its wholesale 
power bill if it bought from the govern- 
ment. This was based on the present 
PG&E rates and last year’s SMUD con- 
sumption of $3,000,000 worth of power, 
it was reported. 

Boke’s announcement of the PG&E 
decision to make available its facilities 


for the power wheeling followed cor- 
respondence and a recent meeting be- 
tween officials of the Reclamation Bu- 
reau and Robert Gerdes, general counsel 
of the power company. 

A wheeling agreement between the 
PG&E and bureau was signed eighteen 
months ago. Under this contract, the 
government is required to notify the 
PG&E in writing at least annually of the 
estimated future requirements for the 
ensuing 4-year period of existing or an- 
ticipated preference customers and cus- 
tomer loads of the Bureau of Reclama- 
tion. PG&E is required to state whether 
it can deliver the power. 


Reduces Gas Rate Request 
Sb Southern California Gas Com- 


pany has voluntarily reduced its cur- 
rent request for higher rates by $3,741,- 
000. The recent action was the final one 
in a long series of appearances before the 
state public utilities commission on the 
utility’s petition, which originally sought 
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annual increases from its 1,250,000 sub- 
scribers of $16,720,000. 

It now requests $12,979,000 under 
the amended petition. If allowed, this 
will add about 45 cents a month to the 
average consumer bill instead of 65 
cents, as set forth in the first petition. 

Under an interim boost of $4,800,000 


granted the gas company last March, 
average bills have gone up about 22 
cents a month. 

Reason for the reduction is that new 
and more favorable fuel contracts repre- 
sent savings in the utility’s operation not 
contemplated when the original petition 
was filed, spokesmen for the utility said. 


District of Columbia 


Transit Fare Boosted 


HE District of Columbia Public 

Utilities Commission recently au- 
thorized increased bus and _ streetcar 
fares, effective August 3lst. The new 
rates are less than those sought by the 
Capital Transit Company, but slightly 
more than those recommended by the 
commission’s accountants. 

They are: (1) a 17-cent cash fare to 
replace the present 15-cent price; (2) 
tokens to be sold at five for 75 cents, re- 
placing the present rate of three for 40 


cents; (3) a weekly pass to sell for $2.40, 
The weekly pass now sells for $2.10. The 
company plan to abolish the pass was 
rejected. 

The school fare of 3 cents remained 
unchanged by the commission order. 
This rate was set by Congress in special 
legislation and can be changed only by 
Congress. 

The company expressed disappoint- 
ment with the new fares, hinting that it 
might mean another request for higher 
fares next year. 


Illinois 


Authority Buys Bus System 


ALPH Bupp, chairman of the Chicago 
Transit Authority, recently con- 
firmed that the authority had reached an 
agreement to buy the Chicago Motor 
Coach Company, and had employed five 
financial firms to market a $20,000,000 
bond issue to pay for the bus company 
and for other improvements. 

The basic purchase price agreed upon 
with Benjamin Weintraub, president of 
the Chicago Motor Coach Company, is 
$16,500,000. In a statement made after 


Budd’s announcement, Weintraub said 
that the price was “subject to adjust- 
ments which have principally to do with 
changes in assets between June 30, 1952, 
and date of transfer of the motor coach 
property.” 

Weintraub said the date of transfer de- 
pends upon the date the CTA obtains 
the necessary funds. 

The agreement provides that all em- 
ployees of the motor coach company will 
be taken over by the CTA with present 
working conditions and pension benefits. 
This is a requirement of the state law. 


¥* 
Michigan 


Seeks to Increase Requested 
Boost 
Bye ge Power Company last 
month asked the state public service 


commission to increase its request for 
a gas rate boost by $741,000. 
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In April the company asked for rate 
increases totaling $5,828,000 a year, The 
new request jumped the amount to $6,- 
569,000. The new request was submit- 
ted during continued hearings before the 
commission on the company application. 

The company said that the new request 
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was made necessary by higher wage 
rates growing out of the recommenda- 
tions of a fact-finding panel appointed by 


Governor Williams following a strike of 
Consumers’ operating and construction 
employees. 


Pennsylvania 


Court Affirms Transport Tax 


HE state commonwealth court 
(Dauphin County Court) last 
month upheld the constitutionality of an 
8-mill gross tax on motor transportation 
business in Pennsylvania. 
The tax was imposed by the 1951 state 
legislature, which figured it would add 


+. 
Rhode 


Governor Approves 
Recommendations 


OVERNOR Roberts last month ap- 
proved a recommendation for the 
establishment of two new bureaus in the 
Rhode Island state public utility divi- 
sion as a means of saving the state some 
of the expenses, now more than $200,- 
000, of hiring engineers, accountants, 
rate analysts, and attorneys, which have 
piled up since telephone, gas, bus, and 
water rate increase petitions began 
coming in five years ago. 
Given the governor’s approval were 
(1) creation of a new post of public 


$19,000,000 a biennium to the state’s 
income. An appeal is expected to be 
taken to the state supreme court by 
trucking interests which have bitterly 
fought the act. The new law not only 
imposes the 8-mill levy, but strips truck 
and bus firms of the right to charge off 
local excise taxes and fees for motor 
vehicles and drivers’ licenses, 


Island 


utilities engineer under civil service, at a 
salary range of $6,720-$7,920 a year, to 
be filled after examination by October, 
with additional assistants in the future; 
(2) creation of a corresponding position 
as public utility accountant, at $6,500 a 
year, with future assistants if required; 
and (3) elevation of the salary of 
Deputy State Public Utility Adminis- 
trator George A. McLaughlin from $4,- 
140-$6,100 a year to $6,720-$7,920, the 
same as the proposed engineering post. 

These moves to implement the state 
public utility division were recommended 
to the governor by State Public Utility 
Administrator Kennelly. 


Virginia 


Natural Gas Firm Seeks 
Rate Boost 


HE Commonwealth Natural Gas 
Corporation, supplier of natural gas 
to nine Virginia cities, has asked for a 
rate increase of 4.7 cents, effective Sep- 
tember 15th. The corporation sells nat- 
ural gas to the city of Richmond, and to 
companies serving Petersburg, Hope- 
well, Colonial Heights, Portsmouth, 
Newport News, Norfolk, and Suffolk. 
Commonwealth filed its application 
with the Federal Power Commission. 
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The company explained the application 
was forced by a chain of applications for 
rate increases from its own suppliers. 

Recently, the Virginia Gas Transmis- 
sion Corporation asked for a rate in- 
crease. The company serves Common- 
wealth, but buys natural gas from the 
Columbia Gas System, Inc., a firm that 
also has applied for a rate increase. 

All these applications, Common- 
wealth said, resulted from cost increases 
passed on to the Columbia system by gas 
producers in the Southwest. 
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Price for Natural Gas Prescribed by State Not Recognized 
In Rate Case 


ee Federal Power Commission re- 
jected certain rate increase pro- 
posals of the Northern Natural Gas 
Company, although accepting part of the 
company’s proposals. The rejected in- 
creases had been suspended under bond, 
but the commission reserved determina- 
tion on disposition of the funds. 

The company contended that two of 
its schedules were not subject to suspen- 
sion. One of them was said to be ap- 
plicable only to natural gas delivered to 
a gas utility for resale in a community 
for large-volume industrial use only. 
The rates were said to be applicable to 
sales of gas to a purchaser for his own 
use, The commission pointed out that 
these schedules were not of themselves 
complete but were dependent on another 
schedule which was subject to suspen- 
sion. The commission also found that the 
company made no sales to utility cus- 
tomers for industrial use only or for the 
purchaser’s own use. 

The Kansas Corporation Commission, 
in 1951, required that all persons causing 
gas to be taken from the Kansas Hugo- 
ton field attribute a fair and reasonable 
minimum value of not less than 8 cents 
per thousand cubic feet at the wellhead 
for the purpose of conservation and pre- 
vention of waste of gas in and from that 
field. Northern Natural Gas Company 
contended that it was required to include 
the gas produced in that field at an “at- 
tributed” value of 8 cents per thousand 
cubic feet in computing cost of service. 
The commission, on the facts of the case, 
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decided that the actual cost of gas to 
Northern was all it could be allowed. The 
effect of the company’s contention, said 
the commission, would be to add a fic- 
titious $1,914,574 to actual cost of 
service, 

A 54 per cent return, according to the 
commission, would produce a fair and 
reasonable “end result.” This, it was 
said, would provide a return on common 
stock equity of 8.75 per cent after an 
allowance of one-half per cent to cover 
cost of financing, and which is after in- 
come taxes. 

Actual interest on borrowed funds and 
a rate of 6 per cent on equity funds were 
found reasonable for interest during con- 
struction. The company had applied an 
over-all rate of 6 per cent which, when 
broken down by classes of funds, pro- 
vided a rate of 10 per cent on equity 
funds. Obviously, said the commission, 
10 per cent is an unreasonable rate for 
interest. 

Allowances were made for exploration 
and development cost and for regulatory 
commission expenses. The company con- 
tended that the allowance for Federal in- 
come tax liability should be based upon 
a computation in which certain interest 
payments, taxes, and overheads on con- 
struction are not taken as allowable tax 
deductions. The commission said that 
this proposal was not consistent with the 
practice the company followed in filing 
tax returns. Re Northern Nat. Gas Co. 
Opinion No. 228, Docket Nos. G-1382, 
G-1533, G-1607, June 11, 1952. 
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Telephone Rates Fixed According to Statewide Principle 


HE Arkansas commission approved 
| ce rate schedules designed 
to produce increased annual revenues 
prescribed by the state supreme court. 
Previously the commission had approved 
a larger increase, but on appeal the 
supreme court had reduced the increase 
and remanded the case to the commis- 
sion. 

In fixing the new rates the com- 
mission adopted the statewide principle 
as opposed to the exchange principle. 

Under the exchange principle, costs 
are determined for the operation in a 
single exchange and rates are fixed to 
provide a return on the investment in 
that exchange. Under the statewide 
method of rate making, the commission 
determines the total revenues required 
in the state in order to produce a proper 
rate of return upon the company’s in- 
vestment in the state. The amount of new 
revenues to be allowed the company for 
its intrastate operations has been fixed 
in this case by the court. 

The revenue requirement was trans- 
lated into rate structures by the estab- 
lishment of groups of exchanges with a 
uniform rate level prevailing within each 
group. Groups were established by com- 
bining communities having approxi- 
mately the same number of subscribers. 
Grouping was based on the principle that 
the relative worth of the service in gen- 
eral varies with the number of subscrib- 
ers who can be reached at local service 
rates. 

Adherence to the statewide method 
was favored because it recognizes rela- 
tive value of telephone service to the 
customer. For example, the value of tele- 
phone service is greater in larger com- 
munities. In a larger community there 
are generally more telephones than in a 
smaller community and the customer has 
the privilege of calling and receiving 
calls from a great many more telephones 
than a customer of a smaller exchange. 
Furthermore, in the larger communities 
calls travel on the average a longer dis- 
tance and service is consequently of more 
value to the customer. Also, the calling 
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rate is higher in the larger communities. 

The statewide method of rate fixing 
also encourages maximum development 
and usage of telephone service, since the 
company does not have to determine 
whether any particular project is profit- 
able. 

Towns of comparable size pay the 
same rate. The exchange principle of 
rate making was considered undesirable 
since rates would necessarily be based 
on the company’s costs in each exchange 
and the value of service to the customer 
would essentially be disregarded. Rates 
might be at a higher level in a small ex- 
change than in a large exchange. Rela- 
tively high rates in small exchanges 
would tend to impede the desirable maxi- 
mum development of usage. 

Making rates which would provide 
a reasonable return on the investment in 
each exchange considered separately 
would necessitate frequent rate changes. 
Every serious windstorm or ice storm, 
or material addition to plant, or other 
factors affecting the company’s costs 
would require a change in rate levels. 
It would also necessitate separate con- 
sideration by the commission of rates in 
each exchange. This would result in a 
tremendous increase in the work load of 
the commission. This additional burden 
could not be maintained without a sub- 
stantial increase in the commission’s 
budget and staff. It would also, in effect, 
result in a greater burden on the public 
without concurrent benefits. 

Certain cities urged approval of a rate 
schedule prepared by applying a uniform 
percentage reduction to the rates col- 
lected under bond pending outcome of 
the appeal. The commission found, how- 
ever, that such rates would result in an 
unbalanced schedule. It would favor 
business customers at the expense of 
residential users, and more particularly 
at the expense of 4-party and rural resi- 
dential telephone users. The commission 
concluded that this violated the funda- 
mental principle of rate making. It 
pointed out that lower rates for residen- 
tial service promote maximum usage and 
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development and thereby increase the 
over-all value of service. 

Not only does maximum development 
enable the residential customer to reach 
more people, but it also enhances the 
potential profit to be derived by the busi- 
ness customer from his telephone, The 
commission said that it is a fundamental 
of sound rate making that rates for 4- 
party residential service be held as low 
as is consistent in order to have service 


available within the ability of lower-in. 
come groups to pay. 

The company prepared a schedule on 
the basis of its stations in service as of 
a particular date. The commission con- 
sidered this proper. Re Southwestern 
Bell Teleph. Co. Docket No. U-462, June 
20, 1952. For supreme court decision, 
see (1952) 94 PUR NS 214; for earlier 
commission decision, see (1951) 87 
PUR NS 97. 


2 


Rate Approved for Telephone-answering Device 


8 ir Wisconsin commission approved 
a telephone company’s request that 
it be permitted to provide automatic 
answering and recording telephone serv- 
ice at a monthly rate of $12.50, plus an 
installation charge of $15. Recording 
discs are to be charged for separately. 

The company proposed to use two 
different types of equipment, one called 
a Peatrophone, which is now being used 
by some of the Bell system companies. 
The other service is known as the 1-A 
telephone-answering set developed by the 
Bell Laboratories. 

In its comment on the equipment and 
the proposed rate, the state commission 


said: 


The essential difference between the 
two types of equipment is that the 


Peatrophone is capable of answering 
a greater number of incoming calls 
than the 1-A set. However, the 1-A 
set will be installed at all locations ex- 
cept those that have a greater number 
of incoming calls than can be handled 
by the 1-A set without readjustment. 

The applicant submitted a 1-A set 
for installation and test. Our engineer- 
ing department reports that the equip- 
ment has been subject to a reasonable 
test period and appears on the whole 
to be satisfactory. The applicant also 
submitted cost data supporting the 
proposed rate. These data have been 
checked and appear to indicate that the 
rate as proposed is not unreasonable. 


Re Wisconsin Teleph. Co, 2-U-3786, 
August 8, 1952. 


@ 


Service by Telephone Co-operative Precluded by Presence of 
Company Able and Willing to Serve 


HE Kentucky commission denied a 
telephone co-operative association’s 
application for authority to acquire tele- 
phone facilities and extend service. It 
found that the Southern Bell Telephone 
& Telegraph Company was ready, will- 
ing, and able to extend service to the 
same area within a reasonable time. A 
Kentucky statute prohibits service by 
any co-operative in an area being served 
or proposed to be served by a company 
which is ready, willing, and able to serve. 
The commission said that the prohibi- 
tion in the statute is absolute. It makes 
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no exception in a case where a co-opera- 
tive acquires existing facilities. The com- 
mission was of the opinion that the stat- 
ute was written in this manner in order 
to avoid the unnecessary and wasteful 
duplication of facilities and to protect the 
public from ruinous competition. 

The co-operative proposed to spend a 
substantial portion of its loan allocation 
to construct facilities that would, in large 
measure, duplicate the existing dial plant 
of Southern Bell Company. The com- 
mission concluded that the inevitable 
competition that would follow would 
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eventually mean economic waste of 
valuable telephone property and an in- 
creased burden upon the ratepayers in- 
volved. Consequently, it held that it 


€ 


would not be in the public interest to 
authorize the acquisition. Re H-F-C 
Rural Teleph. Co-op. Corp., Inc. Case 
No. 2347, July 15, 1952. 


Sales of Interstate Current to Wholesalers Not Exempt under 
Federal Power Act 


HE United States Court of Appeals 

for the Seventh Circuit upheld the 
order of the Federal Power Commission 
in Re Wisconsin Michigan Power Co. 
(June 1, 1951) 89 PUR NS 97, requir- 
ing the filing of rates for wholesale elec- 
tric service and the establishment of a 
reserve from which a refund of over- 
charges may be made. This company op- 
erates two divisions, one division in the 
upper peninsula of Michigan adjoining 
Wisconsin and the other to the south en- 
tirely within Wisconsin. The entire sys- 
tem is operated to produce, transmit, co- 
ordinate, and distribute electric energy. 
Electricity, as circumstances may re- 
quire, is interchanged. 

The company contended that it was 
not a “public utility” for the purpose of 
regulation of rates under § 205 of the 
Federal Power Act, although it might be 
subject to regulation for certain other 
purposes. 

An electric company transmitting 
energy from one state to another, said 
the court, has been authoritatively held 
to be a public utility subject to the regu- 
latory powers of Congress. 

The state of Wisconsin, joining the 
company in opposition to Federal regu- 
lation, denied that all sales of electric 
energy in interstate commerce for resale 
are subject to Federal jurisdiction. Yet, 
said the court, states have no power to 
regulate sales made directly from inter- 
state energy carried from one state and 
delivered to wholesalers for resale. The 
court decided that even though the Wis- 
consin commission had regulated these 
rates, this was not a bar to Federal regu- 
lation since such sales are within the 
area in which the states have been held 
by the Supreme Court to be constitution- 
ally powerless. 
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No exemption was found under the 
provision for exemption of facilities used 
in local distribution. Interstate transmis- 
sion of electricity, said the court, does 
not terminate when electric energy trans- 
mitted from another state is reduced in 
voltage for delivery to the wholesaler, 
nor does the interstate character of 
energy change when the voltage is 
stepped down. Commingling of out-of- 
state energy with energy produced with- 
in the state before wholesale sales take 
place, moreover, does not destroy its in- 
terstate character. 

The fact that § 201(d) of the Fed- 
eral Power Act refers to a sale at whole- 
sale as a “sale to any person for resale,” 
according to the court, does not exclude 
sales to municipalities. Reference was 
made to the definition of a “person” as 
excluding a municipality in § 3 of the 
Federal Power Act, but the court re- 
viewed the legislative history of the re- 
spective provisions of the act and con- 
cluded that the apparent inconsistency 
was an oversight and that Congress 
never intended to exclude from its defi- 
nition of sales for resale, sales to munici- 
palities for resale. 

The commission had required the com- 
pany to establish a contingent reserve to 
cover liability to make refunds for ex- 
cess charges collected. The court upheld 
its authority to do this and expressed th 
view that the provision for a reserve 
fund to protect wholesale purchasers was 
entirely justified as an appropriate exer- 
cise of the commission’s accounting pow- 
ers under § 301 to carry out the pro- 
visions of § 305(a), which prohibits 
declaration or payment of dividends out 
of capital. Wisconsin-Michigan Power 
Co. v. Federal Power Commission, June 
9, 1952. 
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Telephone Company Not Required to Underwrite Hotel Costs 


se Wisconsin commission approved 
an application by a state hotel asso- 
ciation for an increase from 10 to 15 
cents in rates charged hotel patrons for 
local calls. The commission indicated that 
this increase would more than cover the 
increase in rates allowed the telephone 
company in an earlier proceeding and 
would leave some margin for increased 
hotel costs. 

A proposal by the association that 
hotels be furnished service and facilities 


on a different basis and lower level than 
other commercial service was disposed 
of by the commission by pointing out 
that it had established this policy: 


. . . the telephone company should 
not be required to underwrite the cost 
of operating the telephone department 
of a hotel in the form of preferential 
rates. 


Re Wisconsin State Hotel Assn. 2-U- 
3753, July 21, 1952. 


e 


Telephone Company Authorized to Eliminate 
“Bargain” Toll Rates 


ge - Wisconsin commission author- 
ized a small telephone company to 
put a new intrastate toll rate into effect 
in place of the “bargain rate” which was 
formerly charged. 

The company, as a general rule, fol- 
lowed the intrastate toll rates of the Wis- 
consin Telephone Company, a Bell af- 
filiate. Its one exception was on toll rates 
between four small cities. The subscriber 
paid 10 cents for the first call between 


these points. His next four calls from 
the same station of origin during the 
same billing period were free. All sub- 
sequent calls were at the rate of 10 cents 
per call. 

The commission ruled that the “bar- 
gain rate” was discriminatory as between 
toll users and tended to burden exchange 
rates with the cost of toll operations, Re 
Ogdensburg Teleph. Co. 2-U-3798, Au- 
gust 1, 1952. 


e 
What’s Being Leased, the Truck or the Certificate? 


Se Louisiana commission investi- 
gated the actions of a motor carrier 
suspected of operating beyond the scope 
of the five contracts which it had filed 
with the commission and found that the 
carrier had on numerous occasions leased 
trucks from truck owners on a percent- 
age-of-earnings basis. 

The commission ruled that such a leas- 
ing arrangement as a general practice, 
particularly where compensation was 
based on percentage of profit, should be 
condemned. 

The commission first considered the 
situation where a certificated carrier 
leases his trucks to others. If a leasing 
arrangement were tolerated, the carrier 
could serve many more than the five ship- 
pers to which a contract carrier was 
limited by state statute. The commission 
said: 


If he is to be permitted to transport 
freight for additional shippers beyond 
these five, under the guise of “leasing” 
his truck to another, he is obviously 
operating beyond the scope of his per- 
mit, particularly in view of the char- 
acter of the “lease” here involved, un- 
der which he shares in the proceeds of 
the operation. To assume the legality 
of such an arrangement would be to 
honor a fiction which could not be 
maintained in the face of reality. 


Finally, the commission analyzed the 
situation where an authorized carrier 
leases outside trucks and compensates the 
owners by paying them a percentage of 
earnings. The commission said: 


... the arrangement is in fact and 
in truth not a leasing of the truck by 
the owner to the authorized carrier 
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but, on the contrary, a leasing by the 
authorized carrier of his operating 
rights to the truck owner. 

Such a practice, if approved, would 
result in each authorized carrier being 
free to place upon the road as many 


e 


vehicles as he chooses by the mere de- 
vice of executing “leases,” which 


would defeat one of the chief purposes 
of the regulatory statute. 


Public Service Commission v. Gill, No. 
5981, Order No. 6001, April 30, 1952. 


Other Important Rulings 


7 Colorado commission refused to 
postpone a decision regarding an ap- 
plication by a gas company for a certifi- 
cate to install, maintain, and operate a 
natural gas transmission system where 
the citizens of the area to be served were 
eager that service be rendered, where the 
company satisfactorily demonstrated that 
an adequate supply of gas was available, 
and where parties requesting the post- 
ponement did not give any indication as 
to what evidence they might present that 
would warrant delay. Re Western Slope 
Gas Co. Application No. 11801, Decision 
No. 38959, July 15, 1952. 


The Connecticut commission held that 
the metered system is the more scientific 
and equitable method of charging for 
water service. Re Torrington Water Co. 
Docket No. 8590, July 2, 1952. 


The Massachusetts commission re- 
fused to allow a rate increase to a gas 
company which had earned a return of 
3.64 per cent on the preceding year’s op- 
eration where it appeared that in the near 
future the company would have natural 
gas available for its customers, which, 
in the case of other gas distributing com- 
panies in the state, had resulted in a de- 
crease in rates. Re Fall River Gas Works 
Co. DPU 9707, July 30, 1952. 


A request by a telephone-answering 
service for an order restraining a tele- 
phone company from disconnecting serv- 
ice after several of its customers had 
been shown to be using the answering 
service in their bookmaking activities 
was denied by the California commis- 
sion despite the fact that many subscrib- 
ers to the service were totally unaware 
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of the bookmaking and used the answer- 
ing service to further legitimate business. 
Gates v. Pacific Teleph. & Teleg. Co. 
Decision No. 46686, Case No. 5311, 
January 29, 1952. 


The Colorado commission refused to 
grant a certificate of convenience and 
necessity permitting a natural gas com- 
pany to construct, install, maintain, and 
operate a gas transmission and distribu- 
tion system in several towns, notwith- 
standing the fact that the inhabitants of 
the towns were very desirous of obtain- 
ing service, where the company did not 
have gas available for distribution pend- 
ing approval by the Federal Power Com- 
mission of a contract between the appli- 
cant and a wholesale gas company. Re 
Midwest Nat. Gas Co. Application No. 
11818, Decision No. 39112, July 24, 
1952. 


The North Carolina Supreme Court 
held that although, under present 
statutes, the performance of charter serv- 
ice is limited to common carrier appli- 
cants, a carrier applying for a contract 
carrier permit under the grandfather 
clause of the statute, and who in good 
faith performed charter service before en- 
actment of the statute, is entitled to con- 
tinue such charter service because, other- 
wise, the grandfather clause would be a 
complete nullity. State ex rel. Utilities 
Commission v. Fleming, 71 SE2d 41. 


The California commission refused to 
grant a gas company’s petition for a re- 
hearing after denying a rate increase, 
where the utility had not successfully car- 
ried the burden of justifying the increase 
but apparently relied on the added cost 
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of out-of-state gas as a justification for 
its claim without introducing evidence 
as to this cost into the record. Re South- 
ern Counties Gas Co. Decision No. 
46876, Application No, 31161, Case No. 
5260, March 17, 1952. 


The New York commission, in grant- 
ing transit fare increases, retained juris- 
diction of the proceeding and ordered 
the company to make distinguishable the 
size of tokens sold to adults and children 
so that a classification of the kind of fares 
collected could be obtained and any re- 
duction in the volume of traffic and pro- 
portions of token and cash fares ascer- 
tained. Re Syracuse Transit Corp. Case 
15861, July 22, 1952. 


The New York commission held that 
retail customers of a water company 
should not be required to absorb losses 
the company sustains from wholesale 
sales. Customers v. New York Water 


Service Corp. Case 15621, July 22, 1952. 


The Louisiana commission held that 
proposed telephone rates that would yield 
a return of 6 per cent were fair and 
reasonable. Ex parte Williams (Marion 
Teleph. Co.) Docket No. 5962, Order 
No, 5968, March 21, 1952. 


The Louisiana commission authorized 
an increase in intrastate railway rates on 
certain items, previously denied, because 
the Interstate Commerce Commission, 
under § 13 of the Interstate Commerce 
Act, had ordered such increases to com- 
ply with interstate rates and because fail- 
ure to increase such rates would cause 
state jurisdiction to be superseded by 
the Interstate Commerce Commission, 
the increase made effective, and there- 
after frozen until further action. Ex 
parte Arkansas & Louisiana M. R. Co. 
Nos. 4763, 5068, Order No. 5971, April 
2, 1952. 





Titles and Index 


Preprints in This Issue of Cases to Appear in 
PUBLIC UTILITIES REPORTS 


Arkansas Louisiana Gas Co., 

Exeter & H. Electric Co., Re 

Mountain States Teleph. & Teleg. Co., Re 
Southwestern States Teleph. Co., Re 
Trans World Airlines, Re 


Consolidation, merger, and sale—Commis- 
sion jurisdiction over sale of gas dis- 
tribution system of housing authority, 
113. 


Depreciation—telephone company, 97. 
Discrimination—gas rate preference to 
housing project, 113; recovery of local 
taxes on statewide basis, 105. 
Expenses—electric company, 124; losses 
from appliance sales and service, 124; 
statewide distribution of local taxes, 105. 
Merchandising and jobbing—discounts on 


appliance sales to employees, 124. 

Rates—air-mail transportation, 120; tele- 
phone rate differential between large 
and small communities, 97; unit for rate 
making for statewide telephone com- 
pany, 97, 105 

Return—telephone company, 97. 

Valuation—accounts receivable, 124; in- 
clusion of appliance merchandise in 
electric rate base, 124; plant acquisi- 
tion adjustments, 97; rate base deter- 
mination, 97, 124; working capital al- 
lowance, 97. 


Public Utilities Reports (New Series) are published in five bound volumes a_ year, with the 
P.U.R. Annual (Index). These Reports contain the cases preprinted in the issues of Puatrc pte ae 
The volumes are $7.50 each; the 
Annual (Index) $6.00. Public Utilities Reports also will subsequently contain in full or abstract 


FortNicuty, as well as additional cases and digests of cases. 


form cases referred to in the foregoing pages of ‘ 


“Progress of Regulation.” 





SEPT. 11, 1952 


396 





ARKANSAS PUBLIC SERVICE COMMISSION 


Re Southwestern States Telephone 
Company 


Docket No. U-621 
June 9, 1952 


PPLICATION by telephone company for authority to increase 
L L. intrastate rates; authority granted. 


Rates, § 209 — Unit for rate making — Statewide telephone company. 
1. Rates for a statewide telephone company should be fixed on a statewide 
basis, since there should be uniformity in such a company’s rates, p. 101. 


Valuation, § 224 — Rate base determination — Construction work in progress. 
2. Construction work in progress should be included in a telephone company’s 
rate base where the property will be ready for immediate use, p. 101. 


Valuation, § 68 — Rate base determination — Plant acquisition adjustments. 
3. An amount in a telenhone company’s plant acquisition adjustment ac- 
count representing the estimated original cost of property in excess of the 
cost to the company should be excluded from the company’s rate base, p. 
101. 


Valuation, § 85 — Deduction of depreciation. 

4. A telephone company’s accrued depreciation should be deducted in ar- 
riving at the company’s rate base, 101. 

Depreciation, § 77 — Annual allowance — Telephone company. 

5. An allowance of 3.445 per cent per year for accruing depreciation was 
considered adequate to protect the integrity of a telephone company’s in- 
vestment, although it was less than allowed for depreciation by the Federal 
income tax authorities, p. 101. 

Valuation, § 299.1 — Working capital allowance — Effect of tax accruals. 

6. It was not considered necessary for a telephone rate base to be increased 
for working capital where the company accrued general property taxes 
and income taxes on a monthly basis and did not pay the taxes for many 
months after accrual and where the lag in payment of such taxes would pro- 
duce at least the amount which the company claimed necessary for working 
capital, p. 102. 

Return, § 111 — Telephone company. 

7. A proposed telephone rate increase which would yield a return of 4.94 
per cent was approved, although the Commission pointed out that it has 
consistently held that utilities are entitled to a 6 per cent return on their 
investment, p. 103. 

Rates, § 538 — Telephone rates — Uniformity. 

8. There should be some uniformity in telephone rates between cities and 
towns of comparable size and having approximately an equal number of 
telephones, p. 104. 
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Rates, § 536 — Telephone rates — Differential between large and small communi. 


ties. 


9. Telephone rates in larger communities must be higher than the rates jp 
smaller communities, since the value of service advances with the increase 
in the number serviced through a single exchange, p. 104. 


By the Commission: The South- 
western States Telephone Company 
(hereinafter sometimes referred to as 
“company’’), a corporation organized 
and existing under the laws of the 
state of Delaware, is what is commonly 
called an independent telephone com- 
pany engaged as a public utility in the 
states of Arkansas, Louisiana, Okla- 
homa, and Texas. The company owns 
and operates telephone exchanges in 
each of the following towns and cities 
within the state of Arkansas: [List 
of municipalities omitted.] In addi- 
tion to serving the above communities, 
the company owns and operates rural 
telephone lines spanning out into rural 
areas surrounding some of the above 
towns. 

On June 25, 1951, company filed 
with this Commission an application 
to increase its rates and charges for 
local telephone service under bracket 
rates according to Exhibit “G” to its 
application. The application further 
indicated the particular schedule of 
rates which would be chargeable in 
each of the above towns and cities 
where the company operates in the 
state of Arkansas. Attached to the ap- 
plication were exhibits showing the 
company’s investment in the Arkan- 
sas properties, as well as the revenues 
under the old rates, and expenses in 
this state. These reveal that the com- 
pany would under its old rates fall far 
short of an adequate rate of return. 

On August 20, 1951, company filed 
an application, with a $50,000 surety 
94PURNS 
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bond attached thereto, asking authority 
of this Commission to place into effect 
immediately its proposed rates under 
the provisions of § 18 of Act 324 of the 
acts of Arkansas for 1935 and further 
requested that the Commission approve 
the $50,000 bond which was filed guar- 
anteeing that company would refund 
such amounts as this Commission 
might find the proposed rates to be 
excessive. The Commission, on Av- 
gust 29, 1951, approved the bond and 
permitted the new rates to go into 
effect, and since August 29, 1951, com- 
pany has been billing its telephone sub- 
scribers in Arkansas under the pro- 
posed rate schedules. 

Responses and protests were filed by 
the cities or towns of Stuttgart, Al- 
myra, Des Arc, Carlisle, Rector, and 
Jacksonville. The other cities and 
towns where company operates did not 
file protests or interventions, and, 
though notified of the hearing dates, 
failed to take part in the proceedings 
before the Commission. 

Since August 29, 1951, the Con- 
mission has required company to file 
monthly reports of its revenues in 
Arkansas under both the old rates and 
the proposed rates. The staff of the 
Commission has made several trips to 
the general offices of company in 
3rownwood, Texas, for the purpose of 
investigating its books, records, and 
accounts and to study its operations. 

On January 28, 1952, the Commis- 
sion ordered a public hearing in this 
matter, to begin on March 11, 1952, in 
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the hearing room of the Commission. 
The proceedings started on this date 
and continued through March 14th, 
when an adjournment was taken until 
April 28, 1952, at which time all wit- 
nesses for company were to be sub- 
jected to cross-examination. The 
Commission allowed the intervening 
period in order that the municipal in- 
tervenors and the Commission’s staff 
might have an opportunity to study 
company’s case for cross-examination, 
and to give the municipal intervenors 
an opportunity to prepare such tes- 
timony which they might desire to in- 
troduce for protesting company’s new 
rates. The cross-examination was 
held on April 28th, 29th, and 30th. 
None of the protestants presented wit- 
nesses or admissible testimony. 


The town of Almyra, although it 
filed formal written protest, made no 
appearance at the hearings. 

Attorneys representing Des Are, 
Carlisle, and Jacksonville withdrew the 
protests for these municipalities dur- 
ing the course of the hearing and stated 
that these towns had no objection to 
the increase in the telephone rates, but 
were complaining of the character and 
adequacy of the service furnished by 
company. Representatives for these 
particular towns stated that the com- 
pany had agreed in the course of the 
hearing to improve the service, and on 
the basis of these representations they 
were withdrawing their protests but re- 
serving the right to complain to the 
Commission in the event that the serv- 
ice was not improved as agreed by the 
company. It may be stated here that 
the doors of this Commission are al- 
Ways open to ratepayers who feel that 
they are not receiving adequate serv- 


Ice, 


The town of Rector objected to toll 
rates and to the routing of toll serv- 
ice. The company stated that the 
route taken by toll calls originating in 
Rector was subject entirely to the con- 
trol of the Southwestern Bell Tel- 
ephone Company. Since the Bell 
Company is not a party to this 
proceeding, this complaint cannot be 
disposed of at this time. This mu- 
nicipality further contended that the 
company obtained a rate increase from 
the city council of that municipality at 
the time it converted the exchange 
there from manual operation to dial 
and that the company was precluded 
from asking this Commission for fur- 
ther rate increases. This Commission 
finds that there was nothing in the 
Rector council proceedings which 
would estop the company from seek- 
ing additional rate increases in that 
town at a later date. 


The city of Stuttgart protested, 
through its city attorney, Arthur R. 
Macom, in reference to the service fur- 
nished by company in that city and 
also claimed that the new rates for 
Stuttgart were excessive as compared 
to the other bracket rates which the 
company proposed to charge in this 
state. During the course of the hear- 
ing the city attorney for Stuttgart 
reached a stipulation with the com- 
pany concerning certain inconven- 
iences presently encountered by the 
subscribers in that city. These involved 
delays of night operators in the central 
offices and congestion of lines during 
peak hours during the day. In view of 
the fact that the company will convert 
the Stuttgart exchange to dial opera- 
tion within the next several months, 
it is believed that these inconveniences 
will be removed. 
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Revenues and Expenses 


The company takes into its operat- 
ing revenues all of its income, including 
subscribers station revenue, connection 
charges, toll line service, commissions, 
switching charges, and mileage pro- 
rate received from the Bell Company. 
Although the company owns several 
toll lines in the Stuttgart, DeWitt, and 
Hazen area, most of its toll messages 
are carried over the lines of the Bell 
System, and the company receives only 
commissions from the Bell Company 
for this service. These commissions 
are taken into the company’s gross op- 
erating revenues. 

In 1951 company’s operating rev- 
enues were $484,385.02. However, if 


new business plus certain increased 
rates made effective in the course of 
that year are calculated on an annual 


basis, the revenues would have been 
$499,237.41. The rates made effective 
in the year 1951 at Rector, annualized, 
would produce $370 additional reve- 
nue and the new business from station 
gain, annualized, for the year would 
produce $14,500 additional revenue. 


Expenses 

All operating expenses incurred 
within the state of Arkansas are 
charged directly to the Arkansas prop- 
erties. General office expense is allo- 
cated to the Arkansas property on a 
percentage basis determined by the 
ratio of the total number of telephones 
in Arkansas to the total of all of the 
company’s telephones. The Commis- 
sion has carefully studied the expenses 
chargeable to the Arkansas operations 
and finds that the method and prac- 
tices pursued by the company in allo- 
cating expenses does not work a hard- 
ship on, or to the disadvantage of, the 
94PUR NS 


Arkansas subscribers. In the year 
1951 the company’s total operating 
expenses in Arkansas totaled $464. 
545.70. During the course of the year 
the company gave wage increases 
to its employees and its other oper- 
ating expenses increased to such 
an extent that if the increased ex- 
penses were considered on an an- 
nual basis for the whole year 195] 
its total expenses would have been 
$495,950.70. Thus the company ac- 
tually had in the year 1951 for its busi- 
ness in Arkansas a net operating rev- 
enue of $19,839.32, but when adjusted 
to an annual basis to include both ad- 
ditional revenue and additional ex- 
pense, its net operating revenue would 
have been only $3,286.71. The fore- 
going amounts of net operating rev- 
enues were the net revenues under the 
old rates. Under the new rates the 
net operating revenue would be $77, 
509.64, and, of course, indicates that 
the company must have some relief 
in its rate structure if it is to give 
adequate service and continue to ex- 
pand to meet the needs of the growing 
communities in which it operates. 


1952 Operation 

The company has made an analysis 
of its operating revenues and expenses 
for the year 1952 and presented an 
exhibit that under the proposed rates 
it will have for this year operating rev- 
enues of $649,302.61. This included 
the additional revenues which will be 
derived from new business by the in- 
stallation of service to new subscribers 
and greater toll usage. However, in 
1952 the company’s expenses will con- 
tinue to increase and its total operating 
expenses, including all taxes, are esti- 
mated to run $560,033.84. If these 
estimates of the company are realized 
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by actual operations during the course 
of 1952, it will have net operating rev- 
enues of $89,268.77. 


Rate Base 


In order to determine whether the 
company’s proposed rates are fair, just, 
and reasonable, it is necessary for the 
Commission to determine the value of 
the company’s property used and useful 
for the rendition of telephone service 
within the state of Arkansas. The 
value of the company’s property de- 
voted to the public use is commonly re- 
ferred to as its rate base. 

[1] The Commission believes that 
there should be some uniformity in 
rates of a telephone company operating 
a number of exchanges in this state. 
It has adopted the equitable policy of 
pursuing statewide investigations in 
rate matters of telephone companies. It 
would be a cumbersome process to un- 
dertake to fix rates based on property 
valuations, revenues, and expenses for 
each separate city, town, village, and 
hamlet. The cost of keeping revenues, 
expenses, and property accounts for 
each separate telephone exchange 
would entail excessive costs, which in 
the end must be borne by the ratepay- 
ers. For many years the Commission 
has had uniform rates for gas and elec- 
tric service in cities, towns, and rural 
areas having comparable populations in 
the state of Arkansas. 

[2-5] The Southwestern States 
Telephone Company maintains its 
property accounts on a company basis, 
but these records are so kept that its 
investments in each state may be de- 
termined on a statewide basis. This 
company and its predecessor companies 
which owned the property in Arkansas 
went through corporate reorganization 


in 1937 in accordance with the Federal 

3ankruptcy Act. At that time the 
Federal court caused all of the tel- 
ephone property to be appraised by 
court-appointed appraisers, and the 
company’s property was restated on 
the books at the value given by these 
appraisers. Approximately $1,741,- 
000, of which $272,500 was applicable 
to the Arkansas property, was written 
out of Plant Accounts. Because of the 
depressed values prevailing in 1937, 
the property then owned by the com- 
pany was probably restated at amounts 
which were less than the original costs. 
Since the reorganization, property ad- 
ditions, extensions, and improvements 
have been carried into the company’s 
books at original cost, and its invest- 
ment in telephone plant in Arkansas 
at December 31, 1951, was: 

[See table on page 102. ] 

The $39,231.34 reflected above in 
Construction Work in Progress repre- 
sents property that will be ready for 
immediate use in the rendition of tel- 
ephone service, and the Commission 
finds that it should be included in the 
rate base of this proceeding and that 
the property of the company includible 
in the rate base as of December 31, 
1951, is $1,749,280.32. However, 
there should be deducted from this 
amount an item of $5,310.30, repre- 
senting what the company carries in 
its Telephone Plant Acquisition Ad- 
justment Account. This represents 
the estimated original cost of property 
in excess of the cost to the com- 
pany. There should also be deducted 
from the total investment in Arkansas 
the accrued depreciation reserve. The 


company only shows $88,285.17 in the 
This amount 


Depreciation Reserve. 
is too small compared to the total prop- 
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201.00 
202.00 
207.00 
211.00 
212.00 
221.00 
231.00 
232.00 
233.00 
234.00 
235.00 
241.00 
242.01 
242.02 
242.03 
242.07 
243.00 
244.00 
261.00 
264.01 
264.02 
264.03 


Organization 

Franchises , 

Right of Way .. 

Land 

Buildings ; 

Central Office Equipment 

Station Apparatus 

Station Installations . 

Drop & Block Wires ............. 
Private Branch Exchanges 

Booths & Special Fittings ............ 
Exchange Pole Lines 

Exchange Aerial Cable ... 
Exchange Underground Cable 
Exchange Buried Cable . 
Exchange Submarine Cable .. 
Exchange Aerial Wire . 
Exchange Underground Conduit 
Furniture & Fixtures . 


Tools, Shop & Other Equipment 
Tools, Personal—Hand 


Total Exchange Plant 
Organization—Toll 
Right of Way—Toll ... 
Toll Pole Lines .. 
Toll Aerial Cable 


201.01 
207.01 
241.01 
242.04 
242.05 
242.06 
243.01 


Toll Buried Cable 
Toll Aerial Wire 


Total Toll Plant 


Total Telephone Plant Investment 


erty account. Company’s comptrol- 
ler testified that most of the company’s 
property that was in existence in 1937 
had been completely retired. In fact, 
he showed that of the $1,710,048.98 of 
property on the books at December 31, 
1951, $1,579,028.39 had been added 
since January 1, 1946. This means 
that the greater portion of the com- 
pany’s property is practically new and 
that after the retirement of the old 
plant the new property has not been in 
service for sufficient time to build up 
the depreciation reserve. However, 
the Commission’s staff has made a 
study of the company’s depreciable 
property and finds that, for the purpose 
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Automobiles & Other Work Equipment .. 


Toll Underground — 


Construction 
Plant in Work in 
Service Progress 

$11,515.81 $ 
6,000.00 
7,225.56 
3,930.50 
16,113.82 
345,698.76 
200,018.92 
48,994.03 
36,883.13 
9,298.87 
4,278.44 
387,150.27 
243,472.02 
6,988.51 
1,180.78 
3,450.00 
223,139.00 
9,003.76 
13,278.90 
27,291.18 
11,934.25 
628.16 


Telephone 


Total 
$11,515.8] 
6,000.00 
7,225.56 
16,451.18 
16,822.36 
353,949.6) 
200,018.99 
48,994.03 
36,883.13 
9,298 87 
4,278.44 
387,634.69 
246,056.13 
6,988.5] 
1,180.78 
3,450.00 
223,461.38 
21,479.66 
13,278.99 
27,291.18 
11,934.25 
628.16 


12,475.90 





$1,617,474.67 
$1,617.05 
2,799.35 
60,525.70 
628.58 

30.00 


$37,346.87  $1,654,821.54 
$1,617.05 
2,799.35 
62,410.17 
628.58 

30.00 


26,973.63 
$94,458.78 
$1,749,280.32 


1,884.47 


26,973.63 





$92,574.31 
$1,710,048.98 


$1,884.47 
$39,231.34 








of fixing a rate base for the company 
at this time, the accrued depreciation 
should be $130,000; and this amount 
will be deducted in arriving at the 
company’s rate base. The company is 
presently accruing and setting aside in 
its Depreciation Reserve 3.445 per cent 


per annum. This is less than allowed 
for depreciation by the Federal income 
tax authorities, but it is believed ad- 
equate to protect the integrity of the 
investment. 

[6] The company claims that it is 
entitled to a reasonable amount of cash 
for Working Capital and its witnesses 
stated that it should have at least the 
equivalent of one month’s operating 
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expenses in cash balances to success- 
fully operate its business. This would 
require $27,600 for Arkansas. The 
Commission finds that it is not neces- 
sary for the company’s rate base to be 
increased for working capital. This 
company, like other utilities, accrues 
its general property taxes and income 
taxes on a month-to-month basis. 
Such taxes are not paid to the taxing 
authorities for many months after ac- 
crual. This lag in payment of such 
taxes will produce at least the $27,600 
which the company claims that it needs 
for this purpose. The company is en- 
titled to an amount for Materials and 
Supplies, and this is said to require 
$59,130. It is necessary that the com- 
pany maintain a reasonable inventory 
of materials and supplies to fulfill its 
needs for maintenance and construction 
work. However, there should be de- 
ducted from the company’s Arkansas 
rate base the amounts which have been 
contributed by the telephone subscrib- 
ers to obtain service, and $2,961.83 has 
been placed into the hands of the com- 
pany by telephone users. The Com- 
mission therefore fixes the rate base of 
the company as of December 31, 1951, 
at $1,670,138.19. 


Rate of Return 


[7] This Commission has consist- 
ently held that utilities operating in 
this state are entitled to a 6 per cent 
rate of return on their investment in 
utility property used and useful for 
the rendition of service. See the de- 
cision of this Commission in Docket 
No. U-462, Re Southwestern Bell 
Teleph. Co. decided January 20, 1951, 
87 PUR NS 97; also Docket No. 225, 
Re Arkansas Power & Light Co. de- 
cided June 24, 1944, 55 PUR NS 129. 


In this proceeding the company has 
not requested that the Commission fix 
rates for it to charge its Arkansas sub- 
scribers that will enable it to collect 
sufficient revenue to earn a 6 per cent 
rate of return. At the outset of the 
hearing the company took the position 
that it was only asking the Commis- 
sion to approve the rates as filed with 
its application and now under consid- 
eration. It stated that these rates 
would not give sufficient earnings for 
a 6 per cent rate of return, but that if 
the Commission would approve the 
new schedules it would undertake to 
operate under them. Under the old 
rates the company’s revenues permitted 
it to earn in the year 1951 a small 
return on the rate base here estab- 
lished. Taking into consideration the 
new business and increased costs on 
an annual basis, it would not have 
earned a reasonable return. The Com- 
mission finds that under the new rates 
now under consideration the company 
would have earned on an annual basis 
4.64 per cent. If the company’s esti- 
mates for 1952 are correct, it will not 
earn, under the proposed rates, more 
than 4.94 per cent for this year upon 
the rate base fixed here plus one-half 
of the net 1952 net additions. The 
Commission hopes that this upward 
trend of costs can at some time be 
abated and directs that the company 
energetically pursue policies that will 
increase its revenues and hold down 
expenses so that it may continue to op- 
erate under the rates which the Com- 
mission in this order will approve. 
[Specific rate schedules omitted. | 

Only the city of Stuttgart, which in- 
cludes Almyra and Humphrey, falls in 
bracket 5. Almyra, Humphrey, and 
Stuttgart are operated as a single sys- 
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tem, although satellite boards are 
maintained at Humphrey and Almyra. 
Free communications are carried on 
between the three, which, with the ru- 
ral areas adjacent to each, in reality 
constitute one community. 

[8, 9] The Commission believes 
that there should be some uniformity 
in rates between cities and towns of 
comparable size and having approxi- 
mately an equal number of telephones. 
The capital investment and cost of op- 
eration in similar size towns, while not 
exactly identical, are similar. Studies 


in investments in plant account and 
revenues and expenses reveal that the 
cost per telephone in larger commu- 
nities is greater because the calling rates 
are higher, the line loops are longer, 
and investment in central office equip- 
ment for interconnecting the larger 


number of telephones is greater. It is 
a matter of common knowledge that 
the value of the service advances with 
the increase in the number serviced 
through a single exchange. These fac- 
tors require that the telephone rates 
in the larger communities must be 
higher than the rates in the smaller 
communities. 


The city of Stuttgart, through its 
city attorney, while not asking that this 
Commission make a separate investi- 
gation of the company’s operation for 
the city of Stuttgart as to Plant Ac- 
count, Revenues and Expenses, and 
all those other matters which a Com- 
mission must consider in a separate 
rate proceeding, did assert that the 
proposed rates of the company for 
bracket 5, into which the city of Stutt- 
gart falls, were too high compared to 
the rates in the lower brackets. The 
Commission, however, finds that 
should the proposed rates at Stuttgart 
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be lowered, then to offset this loss of 
revenue, it would have to raise the rates 
of the smaller towns falling in the 
lower brackets. This, the Commission 
is unwilling to do. 

The Commission, at the request of 
the city attorney, directed the company 
to prepare a separate exhibit showing 
its investment in the Stuttgart prop- 
erty, including Almyra and Humphrey, 
and to present an analysis of its rev- 
enues and expenses for this operation. 
Such exhibits were prepared for the 
attorney for the city of Stuttgart and 
have been examined by the staff of 
the Commission. They show that un- 
der the old rates during 1951 the com- 
pany had a return of only 1.83 per 
cent for properties of Almyra, Hum- 
phrey, and Stuttgart, which are op- 
erated as one central exchange, and 
when the 1951 operations are adjusted 
to an annual basis, the return drops 
to.3 percent. Even after giving effect 
to the additional revenue from the pro- 
posed rates, the return for this sep- 
arate property is just 4.69 per cent, and 
the return for the year 1952 is esti- 
mated to fall to 3.52 per cent. The 
Commission must therefore find that 
the subscribers in the Stuttgart area 
are not penalized under the rates set 
forth in bracket 5. 

In the course of the hearing a ques- 
tion was raised about the dial rate and 
common battery rate in bracket 5 being 
the same, whereas in the lower brackets 
there was a 25 cents per month differ- 
ential between the dial and common 
battery charge, the dial rate being 25 
cents per month higher. It is true that 
the company has followed a policy of 
increasing rates when exchanges are 
converted to dial operation, and the 
Stuttgart exchange is now operated 
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under common battery but will be con- 


presently have dial and those at Stutt- 





Ss of @ verted to dial during 1952. Since the gart have common battery service, all 
rates company did not earn a fair return in pay the same rate. This is fair and 
, the Stuttgart in 1951 and will probably not equitable because all calls passing 
ssion @ earn an allowable rate of return in through the Stuttgart exchange must 
1952 and does not presently ask for a be manually handled by the operators, 

st of higher rate in this city when dial con- and over-all there is not sufficient dif- 
pany version has been completed, the Com- ference in the character of the service 
wing mission sees no ground for criticism of to justify a rate differential. 
TOp- the rates in bracket 5 because of lack Thus, the Commission finds that the 
hrey, of differential between common battery rates filed by the company with its ap- 
rev- and dial operation. While the sub- plication of June 25, 1951, and set 
tion. scribers at Almyra and Humphrey forth herein should be approved. 
- the 
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Discrimination, § 32 — Recovery of local taxes on statewide basis. 
4. The practice of a telephone company of recovering municipal franchise 
or use taxes on a statewide basis is improper and discriminatory and should 


be discontinued, p. 110. 


Expenses, § 58 — Municipal franchise tares — Statewide distribution. 
5. The contention of a municipality that the benefits received by telephone 
subscribers living outside its limits, by reason of the municipal franchise 
granted a company, justify the treating of the franchise costs on a state- 
wide basis (which would involve passing on a portion of the franchise fees 
to out-of-city subscribers) was not considered valid, p. 110. 


APPEARANCES: S. N. Cornwall, for 
the Mountain States Telephone and 
Telegraph Company; Paul Thatcher, 
for Ogden City; A. M. Ferro, for Utah 
Municipal League; W. I. Lowe and 
Clarence E. Smith, for Ogden Trades 
and Labor Assembly; George A. 
White, for U. S. Air Force, Hill Air 
Force Base; Chris Jensen, for Old 
Folks Organization; Lorenzo E. Elg- 
gren, for Consumers’ Welfare League 
of Utah; T. E. Thain and Donald 
Hacking, for Public Service Commis- 
sion of Utah. 


By the Commission : On December 
19, 1951, the Mountain States Tele- 
phone and Telegraph Company, here- 
in called “Mountain States” or the 
“company ”’, filed with this Commission 
Second Revised Sheet 5 of the Utah 
Intrastate General Exchange Tariff, 
§ 20, entitled “General Regulations,” 
to become effective January 19, 1952. 

Under date of January 7, 1952, we 
issued our order that this Commission, 
without formal pleading, enter upon 
an investigation concerning the law- 
fulness of said proposed tariff, that 
the effective date thereof be suspended 
until March 15, 1952, and that a hear- 
ing in this matter be held before this 
Commission on February 18, 1952. 

Pursuant to said order, hearing in 
this matter came on regularly before 
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the Commission on February 18, 
1952, and was concluded on the same 
day. Due notice of the time and place 
for hearing said matter was given as 
required by the order of this Commis- 
sion, and the proof of the giving of 
such notice is now on file herein. Sub- 
sequently, by order, the Commission 
further suspended the effective date of 
said tariff to May 15, 1952. The mat- 
ter was argued by written briefs sub- 
mitted by Mountain States and by 
Ogden City. 

The Commission, having fully con- 
sidered the evidence and the argu- 
ments and being fully advised in the 
premises, now makes the following 
report containing its findings and con- 
clusions : 

Mountain States is a corporation 
organized and existing under the laws 
of the state of Colorado, and is duly 
qualified to conduct a general telephone 
business in the state of Utah. 

The provisions of Second Revised 
Sheet 5 of § 20 of the General Regula- 
tions of the Utah Intrastate General 
Exchange Tariff of Mountain States 
that are pertinent to the present pro- 
ceeding read as follows: 

“1. Rate schedules of the telephone 
company, in Utah, do not include any 
portion of any sales, excise, franchise, 
or occupation tax, costs of furnishing 
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service without charge, or similar tax- 
es or impositions presently or that may 
hereafter be levied by the Federal gov- 
ernment, the state of Utah, or any po- 
litical subdivision or taxing authority. 

“2. In so far as practicable, any 
such taxes, levies, impositions or 
charges presently or hereafter levied 
may be billed by the company to its 
exchange customers on a pro rata ba- 
sis, with the amount thereof added to 
the bill for service to the company’s 
subscribers in the area wherein such 
taxes, impositions or other charges are 
or shall be levied against the telephone 
company.” 

Under existing law Mountain States 
is required to charge its customers 
separately for the excise tax imposed 
by the Federal government and the 
sales tax imposed by the state of Utah 
upon telephone service. This is 
accomplished by adding the amount 
of such taxes to the charges for service 
stated in accordance with the filed 
tariffs of the company. 

Mountain States in the past has 
never followed the practice of adding 
a separate amount to the customer’s 
bill to cover franchise, occupation, or 
license fees imposed by municipal 
authorities in Utah, or the cost of fur- 
nishing free telephone service to such 
political subdivisions. Expenses of 
this nature have been included in the 
over-all costs of rendering telephone 
service in the fixing of telephone rates 
by this Commission. The present 
Utah intrastate rates of Mountain 
States were authorized by the Com- 
mission in Case No. 3596 in a report 
and order dated August 10, 1951, 90 
PUR NS 107. 


The issue presented in this case is 
whether the expenses resulting from 
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municipal taxes and impositions should 
be recovered from all of the users of 
telephone service throughout the state 
or recovered locally on a pro rata basis 
from the users of service within the 
limits of the municipalities wherein 
these taxes and impositions are as- 
sessed. Mountain States contends that 
fair and nondiscriminatory rates re- 
quire the recovery of these expenses 
apart from statewide rate schedules, 
and has filed the tariff in question to 
accomplish such results. 

Parties appearing in opposition to 
the proposed tariff have been appre- 
hensive that the application of such 
tariff might relieve Mountain States 
of its duty to pay taxes or charges 
imposed upon it. The taxes and impo- 
sitions here under consideration are 
levied against Mountain States. The 
nature of the imposition will not in 
any manner be changed by the pro- 
posed tariff. These impositions in the 
first instance will fall upon Mountain 
States as they have in the past. Moun- 
tain States heretofore has recovered 
such taxes and impositions from the 
users of its service by including them 
in its rates on a statewide basis. The 
proposed tariff relates solely to a new 
method for the recovery of these local 
taxes by Mountain States. It now 
seeks to restrict such recovery so far 
as practicable to the users of its serv- 
ice in the municipalities wherein these 
taxes are imposed. If this tariff is 
allowed, the municipalities imposing 
or exacting these taxes and imposi- 
tions would look to Mountain States 
for their payment as they have done 
in the past. Mountain States, under 
the proposed tariff, would recover the 
amount of such tax expenses from the 
users of its service within the respec- 
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tive municipalities assessing such taxes 
and impositions. 

As stated above Mountain States 
now bills its customers directly for the 
I‘ederal excise and Utah sales taxes, 
which practice will not be changed 
under the proposal. Inasmuch as the 
company now proposes to place all of 
the local taxes and impositions de- 
scribed in the proposed tariff in a sep- 
arate category for rate purposes, care- 
ful consideration must be given to the 
nature of these impositions to ascer- 
tain if facts and circumstances exist 
which will justify such treatment. 

Mountain States has heretofore re- 
covered the expense of its ad valorem 
taxes levied upon all of its physical 
property in Utah wherever such prop- 
erty is located through rates construct- 
ed on a statewide basis. It does not 


propose to change this practice. 


Historically ad valorem taxes have 
been the primary source of revenue for 
state and local government units. 
Gradually other types of taxation have 
been evolved. In these new imiposi- 
tions are sales, use, occupation, fran- 
chise, gross receipts, and other charg- 
es. These new impositions at first 
were insignificant. The evidence shows 
that whether such new taxes were in- 
cluded in statewide rate schedules or 
recovered separately would have made 
no appreciable difference in the com- 
pany’s statewide rate schedules in the 
past. 

The evidence shows that there has 
been an increase in the number of 
places where such taxes are imposed 
and also that the percentage levies of 
such taxes have been increased in some 
cases. For example, Salt Lake City 
passed a new ordinance in 1951 under 
which Mountain States is required to 
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pay the city 2 per cent of its gross local 
exchange revenues within Salt Lake 
City. Prior to the new ordinance 
Mountain States paid cash and fur. 
nished free service to Salt Lake City 
aggregating approximately one per 
cent of its exchange revenues in said 
city. These tax expenses which were 
of little consequence in the past have 
become a matter of considerable im- 
portance today in a consideration of 
the rates of the company. If there is 
merit to the contention that all such 
taxes and impositions should be the 
subject of special treatment in the 
preparation of rate schedules the time 
now has come when such tariff chang- 
es should be accomplished. The fact 
alone that these charges are becoming 
more burdensome to the subscribers of 
Mountain States may not be sufficient 
grounds to justify their sepcial treat- 
ment in rates. 

We are concerned here particularly 
with municipal franchise taxes, occu- 
pation and license taxes, and so-called 
free services. The taxes and imposi- 
tions exacted from utilities by cities 
and towns have no particular pattern 
or limit as to the percentage amounts 
of these taxes or impositions. While 
the impositions under consideration 
superficially appear to have different 
characteristics in that the measure or 
base of the tax may be different, they 
all fall into the same general pattern. 
They are radically different from ad 
valorem taxes. They are not levied 
upon the physical property of the com- 
pany but are exacted for the privilege 
of doing business in the municipality. 
They take the form of a levy in most 
instances upon the gross receipts of 
the company, and the measure of the 
tax, whether it be a franchise, occupa- 
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tion, or license tax, is generally based 
ypon the volume of business done by 
the company in the municipality. 

In the case of ad valorem levies the 
telephone ratepayers and the company 
have some measure of protection from 
the impact of these taxes, by reason 
of the constitutional and statutory lim- 
its upon rates of levy. All of the 
property of a public utility is valued 
by the State Tax Commission, and 
that value is uniformly fixed through- 
out the state. 

Because of the nature of these li- 
cense, occupation, and franchise taxes, 
and other impositions, and the manner 
by which the company has spread the 
expense of these taxes and impositions 
to all of the telephone users in the 
state, it becomes apparent that some 
discrimination results in the applicable 
rates and charges for telephone service. 
Even though this discrimination may 
not be a matter of major significance, 
if it can be eliminated by reasonable 
methods, steps should be taken to 
accomplish such an end. It is equally 
apparent that as the costs of operating 
municipal governments grow levies 
for these various taxes and fees are 
likely to increase unevenly, thereby 
accentuating the discrimination. 

Differing circumstances already 
have brought about widely fluctuating 
municipal impositions. | Mountain 
States’ exhibits show that in 46 cities 
where it is considered practicable to 
bill the customers directly for the tax, 
the percentage of tax to local revenue 
varies from .39 per cent in Midvale to 
7.28 per cent in Scofield, while in 30 
cities and towns the amount of the tax 
when related to local exchange revenue 
is so small that it probably would not 
produce a charge of one cent per 
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month to each customer, and 90 cities 
and towns impose no tax whatever of 
this character. 

There does not appear from the evi- 
dence to be any probability that these 
taxes will be placed on a uniform basis, 
but on the contrary there will con- 
tinue to be many cities and towns 
where no tax is imposed, others where 
only a negligible amount is charged, 
and other cities where steep levies are 
imposed. It also appears that the 
customers living outside of cities and 
towns now contribute a part of the cost 
of these taxes and impositions, while 
receiving little or no direct benefit 
from the use to which these tax re- 
ceipts are put. Neither the company 
nor the Commission has any control 
over these taxes and there is no way 
to anticipate their imposition. 

[1,2] A utility is entitled to charge 
rates for the service it renders that 
will produce sufficient revenue to cover 
all reasonable and necessary expenses 
such as wages, cost of materials used, 
depreciation, and taxes, and provide a 
reasonable return on the investment in 
plant devoted to the rendition of the 
service. Taxes such as ad valorem 
taxes, social security taxes, income 
taxes, and local levies imposed by 
cities and towns must be treated as 
part of the expenses. It is idle to say 
that a utility can “absorb” one particu- 
lar tax without recovering it in its 
rates because the dollars with which 


the utility pays wages, taxes, and other 
expenses, and return on capital all 
come from the users of the service, and 
the return earned by a utility is lim- 
ited by orders of the regulatory body. 


In Case No. 3596, which was the 
last general rate case in which all of 
the company’s Utah rates were under 
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investigation by the Commission, de- 
cided August 10, 1951, 90 PUR NS 
107, the Commission found that 6 per 
cent net earnings (after taxes) would 
provide the company with adequate 
income to meet its future requirements 
for capital costs and additions to sur- 
plus. As used herein the term “net 
earnings” is synonymous with the 
term “return.” The evidence sub- 
mitted by the company in the present 
proceeding indicates that it is not now 
earning 6 per cent from its Utah intra- 
state operations, and that it will not 
earn in excess of 6 per cent if the appli- 
cation here under consideration is 
granted. The recovery of these local 
taxes and impositions in the commu- 
nities where they are imposed, without 
any other change in the presently effec- 
tive tariffs of the company, would im- 
prove the company’s earnings approxi- 
mately .2 of one per cent. Once the 
change proposed is made in the treat- 
ment of the tax expenses here involved, 
the company thereafter will not have 
any improvement in or lessening of its 
net earnings by reason of these tax 
expenses because subsequent billing 
will be automatically adjusted to pro- 
vide for any increase or reduction in 
these local taxes and impositions. 

[3] The protestant, Ogden City, 
sought, among other things, to show 
that there is discrimination in rates 
constructed on a statewide basis and 
that there is no evidence the practice 
here proposed would remove or relieve 
that discrimination. While we recog- 
nize that it is not possible to achieve 
complete equality in telephone rates, 
we are convinced that the practice of 
constructing such rates on a statewide 
basis, under which method the rates 


are the same in exchanges of similar 
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size, is the most equitable and satis. 
factory method of telephone rate mak. 
ing yet developed. This method has 
met with the approval of nearly all 
regulatory bodies. People ex rel. Pub- 
lic Utilities Commission v. Mountain 
States Teleph. & Teleg. Co. — Colo 
—, 94 PUR NS 278, 243 P2d 397, de. 
cided February 11, 1952; Board of Su- 
pervisors of Arlington County v. Com. 
ex rel. Chesapeake & P. Teleph. Co, 
(1947) 186 Va 963, 72 PUR NS 1, 
45 SE2d 145; Re New England 
Teleph. & Teleg. Co. (Mass 1949) 83 
PUR NS 238, 350, and cases cited 
therein. 

[4] We cannot agree with the con- 
tention of protestants that there is an 
inherent discrimination in rates con- 
structed on a statewide basis. We be- 
lieve rates so constructed are fair and 
equitable. This being true, any prac- 
tice which tends to produce discrimina- 
tion in rates so constructed should be 
removed and no longer employed. We 
regard the practice of recovering the 
taxes and impositions under considera- 
tion on a statewide basis as being im- 
proper and discriminatory, and we 
believe such practice should be discon- 
tinued. 


[5] Ogden City further contended 
that the benefits which are enjoyed by 
Mountain States and its Ogden sub- 
scribers under its Ogden City franchise 
extend to telephone subscribers beyond 
the boundaries of Ogden City, and for 
that reason the franchise expenses and 
the cost of rendering free telephone 
service to Ogden City should be shared 
by subscribers throughout the state. 
Telephone service would be worthless 
if there were but one telephone receiv- 
er. <A telephone subscriber receives a 
benefit from his telephone only 
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when he can use it to talk with 
other subscribers. Each new  sub- 
scriber connected to a telephone sys- 
tem benefits all other subscribers on 
the system by adding to the po- 
tential of telephone usage. It is un- 
doubtedly true that telephone sub- 
scribers outside Ogden City limits are 
benefited by reason of being served by 
the same telephone utility and through 
the same exchange as subscribers re- 
siding within the limits of the city of 
Ogden. It is also true that subscrib- 
ers within the city of Ogden are bene- 
fited by having ready access to sub- 
scribers outside the city limits through 
the Ogden exchange. When a sub- 
scriber in Ogden calls a station in Roy 
the conversation is carried over lines 
traversing the streets of Ogden for a 
distance and over lines in Weber coun- 
ty outside the city of Ogden for a 


much longer distance. The same situ- 
ation is true when a party in Roy calls 


a party in Ogden. Ogden City also 
receives ad valorem tax benefits from 
telephone plant facilities located with- 
in the limits of Ogden City which are 
devoted to serving subscribers outside 
the city limits. A part of the company 
payroll in Ogden City results from 
telephone services rendered outside the 
city limits. Where the benefits flow 
and to whom is highly conjectural and 
cannot be accurately measured. The 
same argument advanced by Ogden 
City could be made by every other city 
or town which exacts from the com- 
pany franchise fees and free telephone 
service, and particularly those cities 
and towns within which the company 
has a telephone exchange. In our 
view, the contention of Ogden City 
that the benefits received by subscrib- 
ers outside Ogden by reason of the 


111 


TELEPH. & TELEG. CO. 


franchise granted the company within 
Ogden are such that the franchise fees 
and other impositions exacted from 
Mountain States by Ogden City should 
be treated on a statewide basis, is not 
a valid contention. The nub of the 
problem in this case is found in the fact 
that wide variation now exists in the 
range of franchise fees, license fees, 
occupation or use of streets taxes, and 
other impositions as we have noted 
above. Apparently each city or town 
may increase or decrease these exac- 
tions in its own discretion. This be- 
ing so these impositions will continue 
to fluctuate widely so that rates con- 
structed to spread these expenses to 
the users of telephone service through- 
out the state have the aspect of unlaw- 
ful discrimination. 

It is further contended by Ogden 
City that the proposed tariff would 
violate constitutional protection af- 
forded the franchise arrangement here- 
tofore made between Ogden City and 
Mountain States. At the outset of 
such contention, it is urged that the 
franchise in question was entered into 
upon the premise that the money 
which would be necessary to pay the 
costs and charges to Ogden City would 
be drawn by Mountain States from 
the users of its service throughout the 
state of Utah. We find no such pro- 
vision in the franchise in question, and 
we think none can be fairly inferred 
therefrom. It is further contended by 
Ogden City that the proposed tariff 
would deprive Ogden City of the bene- 
fits of its franchise. We have pointed 
out that the obligation of Mountain 
States to pay any of the taxes and 
charges in question will not be altered 
or affected. Ogden City will receive 
from Mountain States the same exac- 
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tions whether or not this tariff be- 
comes effective. The tariff affects 
only the source of revenue for the dis- 
charge of these taxes. This involves 
directly the matter of rates. Ogden 
City has jurisdiction over its munici- 
pal franchises. This Commission has 
jurisdiction over the rates of Moun- 
tain States. The contention of Ogden 
City that its franchise arrangements 
with Mountain States, here treated as 
contracts, were entered into with the 
intent on the part of the city and the 
company that the funds to the general 
income of the company is erroneous 
and not supported by the evidence. We 
believe that the application of the pro- 
posed tariff wili in no way affect the 
constitutional rights of Ogden City, or 
impair in any way its contracts with 
Mountain States. 


The objections made by other prot- 


estants, particularly Senator Lorenzo 
E. Elggren and Mr. W. I. Lowe, have 
been discussed either in the foregoing 
findings or in the findings in Case No. 


3596, 90 PUR NS 107. After con- 
sideration of these objections it is our 
opinion that they should not preclude 
Mountain States from making effec- 
tive the tariff under consideration. 


The decisions of courts and other 
Commissions dealing with the subject 
matter of the present inquiry were re- 
viewed at length in our report and 
findings issued under date of April 30, 
1952, in Case No. 3755, 94 PUR NS 
88. That case involved a request of 
Mountain Fuel Supply Company for 
authority to bill its customers directly 
for certain municipal taxes and licens- 
es. We will not burden the findings 
in the present proceeding with a recital 
of these decisions, but the conclusions 
reached herein are in cognizance of 
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such decisions. In that case at p. 93, 
we said: “If the consumers of gas 
within the limits of cities which impose 
such revenue measures are cognizant 
of the burdens imposed upon them by 
their city officials such consumers will 
keep those taxes or fees within reason- 
able limits and, therefore, the increased 
rates due to such taxes or fees should 
be shown on the bills rendered to those 
consumers by some proper and con- 
venient designation. The Commmis- 
sion also desires it to be clearly under- 
stood that whenever a city reduces or 
eliminates such special taxes the in- 
creased rates which are imposed asa 
result of such special taxes shall be re- 
duced or eliminated accordingly.” 


This finding applies with equal force 
in this case. 


Conclusion 


After full consideration of the evi- 
dence in this matter and based upon 
the foregoing findings the Commission 
concludes that Second Revised Sheet 5 
of the Utah Intrastate General Ex- 
change Tariff, § 20, entitled ‘General 
Regulations” filed by Mountain States 
on December 19, 1951, should be 
allowed to become effective forthwith. 


ORDER 


Now therefore, based upon the fore- 
going report, findings, and conclusion, 
hereby referred to and by reference 
made a part of this order: 

It is hereby ordered that: 

1. The Mountain States Telephone 
and Telegraph Company be and it 
hereby is authorized to make effective 
forthwith Second Revised Sheet 5 of 
its Utah Intrastate General Exchange 
Tariff, § 20, entitled “General Regu- 
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lations,” filed with this Commission on 
December 19, 1951. 

2. After making said above-de- 
scribed tariff effective, said company 
shall file as soon as practicable with 
the Commission a tax adjustment 
schedule showing a list of all of the 
exchanges with respect to which it 
will be practicable for the company to 
recover the prorata share of the special 
taxes and impositions levied or im- 
posed by any city, town, political sub- 
division, or taxing authority within 
the area wherein such local exchange 
service is furnished to such customers, 
all as authorized and directed by the 
report and order in this matter. 

3. Upon the filing of such tax ad- 
justment schedule as above provided, 
the company is authorized and directed 
to change the rates for exchange serv- 
ice in the exchanges affected thereby, 
in accordance with such schedule and 
said tariff, on billing dates immedi- 
ately subsequent thereto. 


TELEPH. & TELEG. CO. 


4. Said company shall file from time 
to time amendments to and revisions 
of said tax adjustment schedule as the 
rates and amounts of such taxes, im- 
positions and other charges, or the 
base on which the tax or imposition is 
measured, are changed, altered, or 
amended, provided that if any of said 
taxes or impositions presently in effect 
or which might be imposed in the fu- 
ture by any other city or town in 
which the company renders service in 
Utah, which have resulted in increased 
rates applicable within such city or 
town, shall be reduced or eliminated, 
then the additional charge provided 
for in said Second Revised Sheet 5 of 
the Utah General Exchange Tariff, 
§ 20, shall be reduced or eliminated 
accordingly. 

5. The increased charges due to 
such taxes or fees shall be shown on 
the bills rendered to the subscribers of 
said company by some proper and con- 
venient designation and description. 
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Re Arkansas Louisiana Gas Company 


Docket No. U-703 
March 7, 1952 


OMPLAINT by public housing authorities against proposed 
C natural gas rates; dismissed. 


Discrimination, § 59.1 — Rates to housing project — Gas. 


1. It is not in the best interest of the customers of a gas company for it to 
accord a special or preferred rate classification to a public housing project, 


p. 118. 


Discrimination, § 59.1 — Discount to housing project — Customer-owned system. 
2. The allowance of a 15 per cent discount to a housing authority for the 
use of its on-site distribution system, based on savings to the utility, was 
considered fair and equitable, p. 118. 


[8] 


11 


3 94PUR NS 





ARKANSAS PUBLIC SERVICE COMMISSION 


Consolidation, merger, and sale, § 10 — Gas distribution system of housing au- 
thority — Commission jurisdiction to require sale. 
The Commission does not have authority to require a housing authority 
to sell its on-site distribution system to a public utility, p. 119. 


Service, § 333 — Customer-owned gas distribution system. 
Statement that the construction of a distribution system by a public or 
private housing development is not encouraged, as this practice has the effect 


of removing from Commission control these autonomous areas, 
are sizable and result in increased costs to the company 


some instances 


which in 


because of its inability to make use of privately owned distribution systems 
in designing and planning for growth and expansion, p. 118. 


By the Commission: Complainants 
are the Public Housing Administra- 
tion and the housing authorities of 
the cities of Arkadelphia, Camden, 
Conway, Little Rock, and North Little 
Rock, each Authority having been 
duly created as authorized by 2 Ark 
Stats 1947, § 19-3001 et seq. The 
Public Housing Administration is the 
successor to the Federal Public Hous- 


ing Authority pursuant to the Presi- 


dent’s Reorganization Plan No. 3, 
effective July 27, 1947, 12 FR 4981, 
61 Stats 954. The Public Housing 
Administration has jurisdiction and 
supervision over Housing Project Ark 
3023, owned by the United States of 
America and located in Conway, Ar- 
kansas, and each of said Authorities is 
the owner of one or more Housing 
Projects in their respective communi- 
ties. 

Respondent, Arkansas Louisiana 
Gas Company, is a public utility en- 
gaged in the transportation, distribu- 
tion, and sale of natural gas and oper- 
ates in the states of Arkansas, Louisi- 
ana, and Texas, and in the cities in 
which the projects of complainants are 
located. 

This proceeding is the sequel to 
Docket No. U-522 in which the par- 
ties were identical except that the 
94 PUR NS 


Public Housing Administration ap- 
peared only as amicus curiae and the 
housing authority of the city of Con- 
way was not a party. During the 
hearing in the instant case, the entire 
record and transcript in Docket No. 
U-522 was introduced in evidence by 
complainants. 

In that order dated November 5, 
1951, the Commission found that the 
only issue there to be decided was 
whether the housing authority of the 
city of North Little Rock and other 
public housing authorities that have 
financed their own distribution sys- 
tems are entitled to secure natural gas 
service from the Arkansas Louisiana 
Gas Company under a single master 
meter, and further recited that “We 
do not at this time pass on the ques- 
tion of rates. If a new rate schedule 
is filed by the gas company or request- 
ed by a housing authority, we will then 
pass on the question of rates.” The 
order directed respondent to make 
natural gas service available through 
a single or master meter to the housing 
projects of those complainants which, 
prior to the date of the order, have 
constructed or started construction of 
distribution facilities at the expense 
of the authority. 

On November 13, 1951, respondent 
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fled its DPU Schedule No. I-A for 
the cities of Arkadelphia, Camden, 
Little Rock, and North Little Rock, 
and its Revised DPU Schedule No. 
|-A for the city of Conway, which 
schedules are identical. 

The pertinent parts of these sched- 
ules are as follows: 

“Class of Service: Domestic.” 
“Availability: ; : 

“This schedule is available to Local Housing 
\uthorities for housing projects served with 
gas received through single meter installations 
and distributed from facilities, owned, and 
operated by the Authority, construction of 
which was completed or started on November 
35,1951. Noncontiguous housing projects shall 
be served and billed separately.” 

“Monthly Rate: 

Base Rate for Each Occupied Dwelling Unit 
First 1 M cu. ft. or less at $1.00 

Next a ~ 0.45 per M cu. ft. 
Next he . tae *** 
Allover 25 “ “ “ 0.25 per 

“The gross monthly billing for the entire 
project shall be determined by the multiplica- 
tion of each block in the above base rate by the 
number of dwelling units occupied for more 
than fifteen days during the billing month 
and the application of the above rates per 
M cu. ft. to the volume of gas so determined 
for each block. 

“The net monthly bill will be determined by 
the application of a discount of 15 per cent to 
the gross monthly billing as determined in 
the above manner.” 


“ 6 


“ eH 


In due time the housing authority 
of the city of North Little Rock filed 
its complaint protesting the schedule 
of rates and classification of service on 
the grounds that it is contrary to and 
in violation of a gas contract dated 
January 28, 1941, between that com- 
plainant and respondent and that this 
schedule is contrary to Ark Stats §§ 
73-206 and 73-207, and finally that 
the filing by respondents did not com- 
ply with the Rules of Practice and Pro- 
cedure of this Commission. By 
amendment to the complaint it is al- 
leged that the authority is a public 
agency or authority and is performing 


necessary public purposes and uses and 
a copy of the ordinances of the city of 
North Little Rock creating the author- 
ity is attached as an exhibit. 

The housing authority of the city of 
Little Rock, in its complaint, alleges 
that the schedule of rates and classifi- 
cation of service violates contracts be- 
tween that authority and respondent 
and otherwise follows the allegations 
of the complaint of the housing author- 
ity of the city of North Little Rock as 
do the complaints of the housing au- 
thorities of the cities of Arkadelphia, 
Camden, and Conway. 

Public Housing Administration 
alleges that it is the governmental 
agency in charge of Project Ark 3023 
owned by the United States of Ameri- 
ca and located in the city of Conway, 
Arkansas, and as to that project reit- 
erates the allegations in the aforemen- 
tioned complaints. It also alleges that 
the purposes of the various housing 
authorities will be seriously handi- 
capped should, as a result of this pro- 
ceeding, other utility companies seek 
an increase in rates. 

In its responses respondent refers to 
the order in Docket No. U-522, 
alleges that on the date thereof the 
only published rate on file with this 
Commission for gas service by re- 
spondent to a Public Housing Author- 
ity was DPU Schedule No. 1-A of 
respondent for the city of Conway, 
Arkansas, and that with the exception 
of a difference in monthly discount 
the DPU Schedules No. 1-A filed by 
respondent on November 13, 1951 are 
identical as to rate and classification 
with Conway DPU Schedule No. 
1-A; it admits the execution of the 
contract dated January 28, 1941, cov- 
ering Project Ark 2-1 of the housing 
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authority of the city of North Little 
Rock and of the contracts dated April 
7, 1942, with the housing authority of 
the city of Little Rock covering proj- 
ects Ark 4-1, 4-2, and 4-3. Respond- 
ent alleges that pursuant to the terms 
of each contract it has notified each of 
these complainants of the cancellation 
of each of those contracts; in the case 
of North Little Rock, cancellation to 
be effective January 28, 1952, and as 
to the housing authority of the city of 
Little Rock each cancellation to be 
effective April 7, 1952; it denies the 
charges of discrimination and statu- 
tory violation and alleges that the 
classification of service and the rate of 
the schedule are designed to prevent 
discrimination in favor of complain- 
ants and their tenants. 

Both schedules have been placed into 
effect as of February 1, 1952, by the 
posting of bond by respondent. 

The issues are: 

1. Should the projects of complain- 
ants be given a special and preferred 
classification and rate because of the 
status and purpose of Public Housing 
Authority? 

2. Does the classification of service 
as domestic and the proposed rate 
subject the projects of complainants to 
an “unreasonable prejudice or disad- 
vantage” and amount to an unjust or 
unreasonable discrimination against 
these authority projects? 

3. Should a discount be allowed 
housing authorities where service is 
rendered through a master meter in- 
stalled at the authority-owned distribu- 
tion system? 

Underlying these issues is the con- 
struction to be placed by the Commis- 
sion on its own order in Docket No. 
U-522. 
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Findings of Fact 


After a most careful consideration 
of the testimony, evidence, and exhib. 
its in this matter, the Commission 
makes the following findings: 

1. Each housing project consists of 
an administration building and several 
separate apartment buildings in each 
of which there are two or more sepa- 
rate, self-sufficient apartment units, 
The purpose of each housing authority 
is to supply through these projects liy- 
ing quarters for qualified, selected 
families of low income on a rental 
basis, which includes the furnishing 
of natural gas by the housing author- 
ity, in accordance with applicable 
statutes and regulations. The proj- 
ects, about which considerable testi- 
mony has been introduced, vary in 
size from Arkadelphia’s 25-apartment 


unit project to Little Rock’s project 
for Negroes with 400 apartment units. 
In some instances the authority re- 
duces the property into acreage by 


county court order and closes the 
streets within the area to the general 
public. Projects cover several city 
blocks and are normally in close prox- 
imity to respondent’s established dis- 
tribution system. 

2. Each authority requires each ten- 
ant to execute a dwelling lease which 
provides for a stipulated rental under 
which, among other things, the author- 
ity agrees to furnish, without addi- 
tional charge, natural gas up to but not 
in excess of certain quantities. There 
is a provision that if tenants use more 
than the specified amount of gas they 
shall be charged the cost of such ex- 
cessive use. 

3. On January 28, 1941, and on 
April 7, 1942, respondent executed 
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with the housing authorities of North 
Little Rock and Little Rock, respec- 
tively, contracts to supply Project 2-1 
of North Little Rock and Projects 4-1, 
4-2, and 4-3 of Little Rock with natu- 
ral gas on a rate corresponding to the 
established commercial rate and 
through one master meter per project. 
Each contract contained a provision 
that it was subject to the rules and 
regulations of any regulatory body 
having jurisdiction over respondent 
and there was also a provision in each 
contract under which either party 
might cancel the contract on any anni- 
versary date, having given thirty days 
advance notice of the cancellation. 
These contracts had not been filed with 
or approved by this Commission. 
Service was being rendered under 
these contracts at the time of the hear- 
ing in Docket No. U-522. Respond- 
ent has served no other public or pri- 
vate housing project on the commer- 
cial rate through one master meter for 
the project. Subsequent to the hear- 
ing in Docket No. U-522, respondent 
notified the housing authorities of the 
cities of Little Rock and North Little 
Rock of the cancellation of each of 
these contracts, effective on the next 
anniversary date, January 28, 1952, 
and April 7, 1952, respectively. Com- 
plainants do not question the validity 
of effectiveness of these cancellation 
notices. 

4. Respondent now has and prior 
to the filing of the complaint in Dock- 
et No. U-522 had an established 
practice and policy relative to the sale 
of gas to multiple housing apartment 
developments, whereby the owners 
were given the option of purchasing 
natural gas through one meter per 
apartment building on the commercial 
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rate or one meter per apartment unit 
on the domestic rate and many public 
housing authority and privately owned 
developments are being and have been 
served on one of these plans. One 
exception to this rule of respondent is 
in the case of the housing authority 
of the city of Conway brought about 
by an order of this Commission in 
Docket No. 578 pursuant to which 
respondent’s 1-A Schedule was filed 
on August 29, 1942 providing for a 
monthly discount of 25 per cent of the 
gross monthly billing instead of 15 per 
cent as set out in Revised Schedule No. 
1-A. Class of service was domestic. 
Project Ark 3023 and Projects Ark 
6-1 and 6-2 belonging to the housing 
authority of the city of Conway have 
been served under said Schedule 1-A 
until the effective date of Revised 
Schedule 1—A. 

5. The housing authorities of the 
cities of Arkadelphia and Camden 
have never purchased gas from re- 
spondent. 

6. During 1951 the housing author- 
ity of the city of Little Rock executed 
a contract for each of five housing 
projects with respondent under which 
the authority has the option of pur- 
chasing gas on the commercial rate if 
one meter per building or on the do- 
mestic rate if on one meter per apart- 
ment unit. The election thus far has 
been for service through one meter 
per apartment unit. Respondent owns 
the distribution system down to 
within 20 feet of each service riser in 
each of these projects. 

7. Projects of complainants affected 
by the 1—-A rate do not differ in phys- 
ical characteristics or purpose from 
the other public housing projects and 
privately owned projects served by 
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respondent by one meter per building 
on the commercial rate or one meter 
per apartment unit on the domestic 
rate except that by reason of the order 
in Docket No. U-522 complainants 
are permitted to own their own distri- 
bution system on the property of the 
project and receive and be billed for 
gas through one master meter for the 
entire project. 

8. Prior to the filing of the original 
complaint in Docket No. U-522, re- 
spondent had offered to sell gas to each 
of complainants under either of its then 
established plans; that is, with re- 
spondent to own the distribution sys- 
tem and gas to be supplied through one 
meter per apartment building on the 
commercial rate or on one meter per 
apartment unit on the domestic rate. 
Respondent has also offered to pur- 
chase the distribution systems of the 
four projects constructed in 1941 and 
1942. 

9. It was not the intent of this Com- 
mission to endow the projects cov- 
ered by the order in Docket No. U- 
522 with the right to a classification 
more favorable in the matter of rates 
than that already accorded Housing 
projects where the distribution sys- 
tem was not owned by the project. 

[1] 10. The Commission recog- 
nizes the public purposes of the hous- 
ing authorities. It is commendable 
and has been approved by the supreme 
court of Arkansas. The Commission 
finds no provision in the statute per- 
mitting creation of housing authori- 
ties, 2 Ark Stats 1947, § 19-3001, et 
seq., authorizing preferences to be ex- 
tended to these authorities as to utility 
rates, although the act did create tax 
exemptions. Other public housing 
authority projects have been and are 
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currently served by respondent on the 
same basis as privately owned hous. 
ing projects and the Commission finds 
that it is not in the best interest of 
other customers of respondent to ac- 
cord a special or preferred classifica- 
tion or rate to the projects of com- 
plainants. 

[2] 11. The 1—A rate is more fa- 
vorable to the Authority and its proj- 
ects than either the commercial rate 
through one meter per building or the 
domestic rate on one meter per apart- 
ment unit. The allowance of a 15 per 
cent discount proposed in said 1-A 
Schedule to each Authority for the use 
of its on-site distribution system based 
on savings to respondent is fair and 
equitable and to order respondent to 
serve complainants’ projects by one 
master meter on the commercial rate 
would unjustly and unreasonably dis- 
criminate against other similarly situ- 
ated customers and other domestic 
customers of respondent and would 
result in violation of Ark Stats 1947, 
$$ 73-206 and 73-207. 

12. DPU Schedule 1-A is a rea- 
sonable adaptation of respondent’s 
rules and regulations to comply with 
order in Docket No. U-522. It re- 
sults in no discrimination against the 
projects covered thereby or the ulti- 
mate consumers of gas who are the 
tenants of these projects. The classi- 
fication is reasonable. 

13. The construction of on-site dis- 
tribution systems by public or private 
housing developments or other cus- 
tomers is discouraged as this practice 
has the effect of removing from the 
control of this Commission these au- 
tonomous areas, which in some in- 
stances are sizable and the existence 
of which may result in increased costs 
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to the respondent because of its inabil- 
ity to make use of privately owned 
distribution systems in designing and 
planning for growth and expansion. 

[3] 14. The Commission does not 
have authority to require the housing 
authorities of the cities of Little Rock 
and North Little Rock to sell the on- 
site distribution systems to respondent. 
Other similar distribution systems 
have been planned and even partially 
constructed following the order in 
Docket U—522 and although discour- 
aging this practice the Commission 
recognizes that the situation may 
arise in the future and, therefore, finds 
that the availability of respondent’s 
original and Revised Schedules 1-A 
should not be restricted to those proj- 
ects where the distribution system had 
been or was under construction on 
November 5, 1951, the date of the 
order in Docket No. U-522. In all 
other particulars, said original and re- 
vised Schedules 1-A should be ap- 
proved. 

15. All exhibits and testimony of- 
fered in evidence have been permitted 
to be introduced, the Commission feel- 
ing that this is in the interest of a full 
development of the case and the Com- 


mission has given to each exhibit and 
testimony the weight to which, in the 
Commission’s opinion, it deserves. 

16. Respondent has complied with 
the rules and regulations of this Com- 
mission and of the statutes in its filing 
of original and revised Schedules 1—A, 
and the motion to dismiss by complain- 
ants should be overruled. 


ORDER 


It is therefore ordered that: 

1. Respondent’s original DPU 
Schedule 1—A dated November 9, 
1951, applicable to Arkadelphia, Cam- 
den, Little Rock, and North Little 
Rock, and respondent’s revised DPU 
Schedule 1—A dated November 9, 1951 
applicable to Conway be and they are 
hereby approved as filed, except that 
respondent shall revise the availability 
clause to include all future housing 
projects owning distribution systems 
and desiring master meter service, as 
set out in paragraph 14, supra. 

2. Motion to dismiss be and it is 
hereby overruled. 

3. The respective complaints and 
interventions be and they are hereby 
dismissed. 





94 PUR NS 





CIVIL AERONAUTICS BOARD 


Re Trans World Airlines, Incorporated 


Docket No. 2375 
May 5, 1952 


ROCEEDING to require air carrier to show cause why tempo- 
rary mail rate should not be reduced; rate reduction ordered. 


Rates, § 314.3 — Air carriers — Temporary mail rate — “Break-even” need. 


1. Unusual and exceptional circumstances must prevail before the Civil 
Aeronautics Board, in a temporary mail rate order, will allow more than a 


carrier’s break-even need, p. 120. 


Rates, § 314.3 — Air carriers 


Mail transportation. 


2. One of the main considerations of the Civil Aeronautics Board in de- 
termining temporary mail rates is to prevent overpayment and the need for 
subsequent recapture of mail pay, p. 123. 


Rates, § 314.3 — Temporary mail rates for air carriers — Return consideration. 
3. Temporary mail rates for air carriers need not include an element of 
return on investment, since a temporary rate is merely a payment on account 
to meet an air carrier’s pressing needs pending a determination of a final 


rate, p. 124. 


APPEARANCES: Gerald B. Brophy 
and George A. Spater, for Trans 
World Airlines, Inc.; Roy C. Frank 
and Frederick E. Batrus, for the 
Postmaster General; Milton H. Sha- 
piro and Allen C. Lande, for the 
3ureau of Air Operations, Civil 
Aeronautics Board. 


j On September 
12, 1951, we adopted Order Serial 
No. E-5696, directing Trans World 
Airlines, Inc. (‘TWA’) to show 
cause why its temporary rate of mail 
compensation for its international 
operations should not be reduced from 
approximately $9,000,000 to approx- 
imately $3,307,000 annually. TWA 
filed a notice of objection to the 
proposed reduction and requested a 
hearing. 
94PURNS 


By the Boarp: 


On December 10, 1951, a hearing 
was held before examiner R. Vernon 
Radcliffe. Thereafter, the examiner 
issued his report, recommending that 
TWA’s temporary mail pay for the 
period on and after July 1, 1951, 
should be reduced to a level of ap- 
proximately $3,388,000 annually, un- 
til the establishment of a final mail 
rate. Exceptions to the examiner’s 
report and briefs have been filed by 
various parties, and the Board has 
heard oral argument. The case now 
stands submitted for decision. 

Upon consideration of the entire 
record, we agree with, and adopt as 
our own, the findings, conclusions, 
and recommendations of the examiner, 
except as modified herein. 

[1] An in this 


initial question 
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proceeding is whether our recent 
policy statement on temporary mail 
pay permits an award in excess of 
the carrier's break-even need. In 
our policy statement, we announced 
that “Henceforth, temporary mail 
rates will be designed to provide only 
sich amounts as are deemed neces- 
sary for operations prior to estab- 
lishment of a final rate,” and that 
“In most cases, this objective may 
be attained by providing an amount 
of mail pay equivalent to the break- 
even need, i.e., the excess of operating 
expenses over nonmail revenues.” 
(Italics supplied.) According to 
bureau counsel, this statement was 
intended to fix temporary mail pay 
at break-even need, or less—but never 
more, and reference is made to the 
fact that all temporary mail pay orders 
issued after our policy statement 
have provided the carriers with break- 
even need, or less. TWA has argued 
that our policy statement permits 
more than break-even need in appro- 
priate cases, i.e., where “necessary 
for operations prior to establishment 
of a final rate.” As we read the 
examiner’s report, he has interpreted 
our policy as not foreclosing pay- 
ments in excess of break-even need, 
and we accept this view as sound. 


Yet the consistency with which our 
recent temporary rate orders have 
confined temporary mail pay to break- 
even need, or less, demonstrates that 
unusual and exceptional circumstances 
would have to prevail before we 


would ever grant more than break- 
even need. We are determined to 
take every reasonable measure to 
avoid the evils of overpayment and 
the need for subsequent recapture of 
mail pay. 

It is in this context that we ap- 
proach the problem of TWA’s tem- 
porary mail pay. We will first con- 
sider what the carrier’s break-even 
need will amount to in terms of 
temporary mail pay, and then deter- 
mine whether any additional amount 
is warranted. 

The examiner’s calculation of 
$3,388,000 as the break-even need of 
the carrier took into consideration a 
loss of $600,000 incurred as a result 
of the Kansas City flood of 1951.* 
While recognizing the loss as a 
proper expense for temporary mail- 
pay purposes, the examiner recom- 
mended that this loss be amortized 
over a 5-year period. Accordingly, 
the annual temporary rate which he 
recommended included $120,000 per 
year for the flood loss. We have 
decided that the entire loss of $600,000 
should be covered by temporary mail 
pay in one year, i.e., the year ending 
June 30, 1952, and that it should 
not thereafter be reflected in the car- 
rier’s temporary mail pay. While 
there is considerable doubt as to what 
treatment should ultimately be given 
the flood loss,* we conclude that on 
the particular facts of this case, it 
would be appropriate for temporary 
mail-pay purposes to allow the carrier 





1The policy statement is set forth in full at 
page 3 of the Examiner’s Report. 

2 The $600,000 figure represents an estimated 
amount allocated to the international division 
of that portion of the loss not covered by in- 
surance 

3 In determining the carrier’s final mail rate, 
we will decide whether all or part of the flood 


121 


loss should be treated as an operating expense 
in determining break-even need, or treated as 
one of the risks which is covered by the rate 
of return on investment. Should any of the 
loss be recognized as a proper expense for 
mail-pay purposes, we will then consider the 
appropriate method of allowance. 
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to recover the $600,000 loss in a lump 
sum. To this extent, we will depart 
from the examiner’s recommendation. 
Translated into dollar amounts, this 
will mean that for the year ending 
June 30, 1952, the carrier will be 
provided with temporary mail pay of 
approximately $3,868,000 and, for 
each year thereafter, it will receive 
approximately $3,268,000. 

TWA contends that the examiner 
relied upon an improper forecast of 
the carrier’s revenues. According to 
TWA, the only estimates of revenues 
in the proceeding were those made by 
TWA, and its forecast for the twelve 
months ending June 30, 1952, was 
based on the assumptions that (1) 
tourist fares would go into effect 


April 1, 1952, (2) the 15-day excur- 
sion fare would be continued during 


the first quarter of 1952, and (3) 
off-season reductions would be dis- 
continued. TWA states that, follow- 
ing the preparation of its exhibit, the 
IATA meeting at Nice adopted 
resolutions which deferred tourist 
service to May 1, 1952, discontinued 
the excursion fare, and left the off- 
season structure as it was before. As 
a result, TWA changed its original 
revenue estimate (with some slight 
decrease in expenses) and argues that 
there will be a net increase in break- 
even need of $350,000 for the year 
ending June 30, 1952, and $600,000 
for the year 1952. 

We have considered the carrier’s 
contentions in this regard, but we 
are unable to find that they are 
meritorious. The carrier has not 


persuaded us by the evidence of rec- 
ord that the shrinkage in anticipated 
revenues will in fact occur. 

TWA has also objected to the 
examiner’s computation of break-even 
need on the ground that it omits 
$121,000 in _ below-the-line items 
which the carrier claims are uniformly 
treated as costs for mail-rate purposes. 
The $121,000 figure appears in 
TWA’s exhibits as a “nonoperating 
mail expense’ for the year ending 
June 30, 1951, and at the hearing it 
was said to represent profit or loss 
on retirement of equipment and profit 
or loss on foreign exchange and cash 
discounts. This claim is unfounded 
for at least two reasons. First, it 
appears from the carrier’s Form 41 
reports that for the six months end- 
ing December 31, 1951, TWA’s in- 
ternational division had a net income 
of $80,000 from nonoperating sources 
after elimination of only interest ex- 
pense. This determination is based 
on preliminary examination, and there 
is reason to believe that the net 
income will actually be greater on 
closer analysis. Secondly, the car- 
rier’s claim must be denied because 
it would not be proper to project into 
a temporary rate for a future period 
a carrier’s nonoperating expenses 
which for the most part are not sub- 
ject to reliable forecasts.* 

In view of all the foregoing, we 
conclude that the examiner’s calcula- 
tion of break-even need, as adjusted 
for the Kansas City flood loss, is 
sound. Therefore, on the basis of 
break-even need the carrier will be 





4 The examiner’s computation of break-even 
need took into account TWA’s profits from 
the Korean airlift. We agree with, and adopt 
as our own, his findings and conclusions in 
this regard, except in so far as he relies upon 


94 PUR NS 


the fact that the carrier could realize profits 
equivalent to the airlift profits by selling the 
aircraft involved in the airlift. On this latter 
point, we find it unnecessary to express any 
opinion. 
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RE TRANS WORLD AIRLINES, INC. 


entitled to approximately $3,868,000 
in temporary mail pay for the year 
ending June 30, 1952, and approxi- 
mately $3,268,000 for each year 
thereafter. 

TWA claims that these amounts 
will be wholly inadequate, and that 
it should continue to receive approxi- 
mately $9,000,000 per year in tem- 
porary mail pay. The examiner 
squarely rejected this contention, and 
we believe his conclusion in this 
respect was sound. There are indica- 
tions in the record that TWA may 
have received temporary mail pay for 
its international operations substantial- 
ly in excess of the amount that may 
reasonably be anticipated will be 


established as final mail rates for the 
carrier, and unless its temporary mail 
pay is reduced as proposed, the Post- 
master General may be faced with 


recapturing even more substantial 
sums from the carrier upon the deter- 
mination of final mail rates. 


Of course, we cannot and should 
not undertake to determine at this 
time the precise amount of mail pay 
that will finally be awarded for the 
period between February 5, 1946, 
and June 30, 1951. However, there 
is considerable possibility that the car- 
rier has already been overpaid by sev- 
eral millions of dollars. We need not 
decide whether such overpayment may 
total as much as $7,000,000, as con- 
tended by bureau counsel. It is suffi- 
cient for our purposes that the danger 
of overpayment is real and that the 
amount of such overpayment may run 
into millions of dollars. 

[2] As indicated in our statement 
of policy, a cardinal reason for limit- 
ing temporary mail pay to break-even 
need is to avoid overpayment and the 


consequent necessity for recapture of 
overpayments. Where, as here, the 
past temporary mail payments show a 
substantial risk of overpayment for 
periods already gone by, it is even 
more imperative that the temporary 
rate for future periods be limited so 
as to avoid additional overpayment. 
In our opinion, TWA’s case is pre- 
cisely the kind that warrants applica- 
tion of our new policy on temporary 
mail rates. 

We are not insensitive to the claims 
of TWA that its cash requirements 
for its international operations for the 
year ending June 30, 1952, will total 
$7,698,000, representing cash loss 
from operations, interest, debt pay- 
ments, purchases of ground and flight 
equipment (not including aircraft), 
and conversion of flight equipment. 
However, the temporary rate based on 
break-even need, as determined here- 
in, will provide adequate cash through 
the depreciation and amortization ac- 
counts to take care of most of the car- 
rier’s debt and interest payments. 
Moreover, our decision herein, pro- 
viding for payment of the full $600,- 
000 Kansas City flood loss in the year 
ending June, 1952, affords an addi- 
tional source for meeting immediate 
cash requirements. And, to the ex- 
tent that any cash requirements may 
not be met by temporary mail pay, the 
carrier may temporarily resort to 
loans and ultimately to equity financ- 
ing to meet its needs. We are satis- 
fied that TWA will be able to con- 
tinue its international operations on 
the basis of the temporary mail pay 
awarded herein, and the other re- 
sources available to it. We can find 
no justification for making TWA an 
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exception to our new temporary mail- 
pay policy.® 

[3] Little need be said regarding 
the carrier’s contention that the Board 
is without power to limit temporary 
mail pay to break-even need. The 
carrier's argument is that § 406 of the 
act requires that all rates be “fair and 
reasonable” and that they must there- 
fore include an element of return on 
investment. This argument ignores 
the fundamental difference between 
temporary and final mail rates. It 
must be remembered that the rate ele- 
ment here involved is temporary, both 
as to time and as to amount. It is, in 
fact, a payment on account designed 
to supply the carrier’s pressing needs 


pending the determination of the final 
rate, which will then be applied to the 
entire period. We are convinced that 
our method of determining temporary 
mail pay is lawful. 

On the basis of the foregoing con- 
siderations and all the facts of record, 
we find that the fair and reasonable 
temporary mail rates for TWA’s in- 
ternational operations should be fixed 
to yield approximately $3,868,000 for 
the year ending June 30, 1952, and 
approximately $3,268,000 for each 
year thereafter, until the establish- 
ment of a final mail rate. 

An appropriate order will be en- 
tered. 





5 Exception has been taken to the exclusion 
by the examiner of evidence indicating a wide 
discrepancy in the amounts of temporary mail 
pay allowed Pan American in comparison to 
what has been proposed for TWA. We need 
not pass upon the propriety of the examiner’s 
ruling excluding the exhibits. For, even if 
we considered the exhibits in question, we 
would not change our decision herein. Mere 


comparisons of the amount of mail pay 
awarded TWA and Pan American are of no 
real significance here. The only pertinent 
question is whether the method for determining 
temporary mail pay is so different in the case 
of one carrier as against the other as to indi- 
cate unequal treatment of some kind. TWA 
has made no such showing here. 





NEW HAMPSHIRE PUBLIC UTILITIES COMMISSION 


Re Exeter & Hampton Electric Company 


D-R3164, Order No. 6070 
May 13, 1952 


| prmyeerns of proposed electric rate increase; proposed 
rates disapproved and company ordered to file new tariffs. 


Expenses, § 80 — Electric company — Losses from appliance sales and service. 


1. An electric company should be allowed to recover a loss resulting from 
appliance sales and service activities which are an essential part of its pro- 


motional activity, p. 127. 


Valuation, § 231 — Rate base determination — Electric company 


merchandise. 


Appliance 


2. An electric company’s appliance merchandise should be included in its rate 
base, since the company’s appliance sales and service activities are an essem- 
tial part of its promotional activity, p. 127. 
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Valuation, § 257.1 — Rate base determination — Electric company — Merchandise 


accounts receivable. 


3. An electric company’s merchandise accounts receivable were excluded 
from the rate base, although the appliance sales and service activities were 
considered an essential part of the company’s promotional activities, p. 127. 


Merchandising and jobbing, §1 — Electric company — Discounts on appliance 


sales to employees. 


4. An electric company’s policy of selling appliances to employees at a 
discount is proper, but the employees should pay all out-of-pocket costs with 
respect thereto, including all allocated handling charges, p. 127. 


Security issues, § 94 — Long-term notes in lieu of demand notes. 
Statement that it is most desirable for an electric company to convert its 
demand notes to long-term notes as soon as possible, in view of the rela- 
tively small amount of the issue and the customarily higher cost of small 


issues, p. 127. 


(THorNTON, Commissioner, dissents.) 


APPEARANCES: Franklin Hollis, 
for the Exeter & Hampton Electric 
Company; Eugene S. Daniell, Jr., for 
the Hampton Precinct. 


By the Commission: The Exeter 
& Hampton Electric Company, a duly 
organized New Hampshire corpora- 
tion, operating as an electric public 
utility in Exeter, Hampton, and sur- 


rounding towns, on November 5, 
1951, filed with this Commission its 
Electric Tariff N.H.P.U.C. No. 4, 
providing for an increase in rates for 
electric service, represented to amount 
to $75,293 per annum, said rates pro- 
posed to become effective as of Decem- 
ber 6, 1951. 

Protest against the proposed rates 
having been received, this Commis- 
sion, by its Order No. 6020, dated No- 
vember 30, 1951, 33 NH PSC 342, 
suspended the effective date of said 
rates pending investigation, and hear- 
ings were held thereon at Hampton 
Beach on February 28, 1952, and at 
Concord on December 26, 1951, and 
March 6 and 7, 1952. 

The Exeter & Hampton Electric 


Company represents that the necessity 
for an increase in rates is occasioned 
by several factors. 


1. It generates no electric energy 
itself, and for many years has pur- 
chased its requirements from the New 
Hampshire Electric Company, under 
a contract which terminated on Au- 
gust 31, 1951, and since that date 
Exeter & Hampton has purchased en- 
ergy under the New Hampshire Elec- 
tric Company’s filed utility rate. Un- 
der this rate, Exeter & Hampton pays 
more for energy that it purchases for 
resale, and must re-design its rates to 
fit into the newly filed utility rate of 
the New Hampshire Electric Compa- 
ny, under which it purchases power. 

2. The company has had to increase 
the wages to its employees during the 
past few years, the last such raise be- 
ing as of January 1, 1952. 

3. In the last three or four years 
the company has expended substantial 
sums of money in building and im- 
proving its plant to meet demands for 
service. This construction program 
has, in general, consisted of increasing 
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the size of its transmission system adjustment charge, contrary to the 
from 13,000 volts, to 33,000 volts, and purpose for which the fuel surcharge 
increasing the capacity of its distribu- was designed, that purpose being the 
tion system from 2,300 volts to 4,000 recovery only of the cost of fuel above 
volts. The effect of this construction an established base. It questions the 
for the year 1951 is shown in the fol- wisdom of the company in purchasing 
lowing Fixed Capital Analysis, as energy from the New Hampshire 
submitted by the company in Exhibit Electric Company, which itself has a 
No. 1: high fuel surcharge. The precinct 
submits that the company’s seasonal 
a & —_-y 31 rates applicable in the area, which in- 
Fired Capital F cludes Hampton Beach, are discrimi- 
Plant in Service ... $2,114,490 $2,521,524 natory, and it further objects to the 
Depreciation Reserve 560,261 593,898 proposed Domestic and General Serv- 
Balance _.... $1,554,229 $1,927,626 ice Rates as applied in the Beach sec- 
““T Gauaien wee 13,124 ‘ton. 

Cees aut From exhibits submitted in this 
case, the Commission computes the 
company’s average rate base for the 
year 1951 as follows: 








Net Plant in Serv- 
i $1,544,495 $1,914,502 


4. A major part of the construction 


described above was done by its own F ; 7 
Net Plant in Service $1,729,499 


workmen, with the result that regular \yoterials and Suantien 210 141 
maintenance work was not up to nor- Working Capital (2 months opera- 


+4 4° ion a aintenance 
mal, necessitating somewhat extraor- _ti0" and maintenance) 


dinary maintenance expenditures Average Rate Base for 1951 ...... $2,046,857 
during the next few years. 

5. Federal income taxes were The company represents that the 
charged at the rate of 47 per cent at Net Operating Income for 1951, pro- 
the start of 1951, while the rate for formed to give effect to present rates, 
1952 will be 52 per cent. However, would have been $133,262. From the 
repeal of the Federal energy tax of above figures, we find that if the com- 
34 per cent will be an offsetting credit pany had operated throughout 1951 
against the increase in the Federal in- under the rates presently in effect, it 
come tax. would have had a Net Electric Operat- 

6. Finally, the company proposes to ing Income of $133,262 on an average 
refinance a substantial amount of its tate base for the same period of $2,- 
short-term notes during 1952, and 046,857. This would have produced 
states that it cannot do this advanta- a rate of return of 6.511 per cent. 
geously on the income accruing under With no changes in the rate base or 
its present rates. expense items for 1952, it is apparent 

The Hampton Precinct objected to that as a result of this 1951 pro-forma 
the proposed rates on the grounds that showing, the Commission would ask 
the company was making an excessive the company to reduce the presently 
rate of return under existing rates. It effective rates. 
represents that the company is making It is apparent from Exhibit No. 1 
money as the result of its current fuel that the operating rate base for 1952 
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will be somewhat greater than the 
average rate base shown for 1951. 
This Exhibit No. 1 shows that the net 
plant in service, as of December a, 
1951, is $1,914,502. If we add the 
same figures used above for materials 
and supplies, and for working capital, 
we have an estimated rate base for De- 
cember 31, 1951, of $2,231,860. From 
the evidence in the case, we conclude 
that no material additions to plant are 
contemplated in the year 1952. 

If we take the pro-forma earnings 
for 1951 (Exhibit No. 2), of $133,- 
262, and make the necessary adjust- 
ments for wage increases as shown on 
Exhibit No. 4, Column B, for 1952, 
we find a net increase in expenses of 
$9,716, or a net operating income of 
$123,546 if this wage increase had 
been in effect for the year 1951. 


Five-Year Notes 
Demand Notes 


Calculated Cost of Money—Per Cent 


However, the company represents, 
and the Commission agrees, that it is 
most desirable to convert the demand 
notes to long-term notes as soon as 
possible, having in mind the relatively 
small amount of this issue, and the 
customarily higher cost of small issues, 
it would appear from the knowledge 
available at this time, that the com- 


Bonds 
Notes 
Proposed 
Equity 


, 


Calculated Cost of Money—Per Cent—195 


[1-4] The Commission takes no 
issue, at this time, with the company’s 
claim that it should be allowed to re- 


We find from the annual reports of 
the company that the average increase 
in net operating income for the past 
five years is approximately $11,000 per 
year. If we used the pro-forma figures 
of 1951, the average increase in net 
operating income is $17,000 per year. 

We, therefore, find that the net, 
operating income of the company for 
1952 may be expected to be approxi- 
mately $134,000 if no additional rates 
are allowed, other than the substitu- 
tion of increased rates for demand and 
energy for the credit dollars allowed 
by adjusting the fuel clause now in 
effect to the fuel clause in the suspend- 
ed rate. 

The Commission computes the cost 
of money to the Exeter & Hampton at 
the present time to be: 


Cost of 
Money 
(Per Cent) 
3306 
4117 
8400 

4.1250 


Per Cent of 
Total 
Capitalization Rate 
9. 3.6729 
13. 3.1666 
28. 3.000 


pany’s estimate of a cost of 3.75 per 
cent for such long-term notes is rea- 
sonable. 

Since these short-term notes should 
be so converted in the near future, it 
is more realistic to compute that the 
cost of money to the Exeter & Hamp- 
ton Company at the end of 1952 will 
be: 

Cost of 


Money 
(Per Cent) 
3306 
4117 
1.0500 

4.1250 


5.9173 


Per Cent of 

Total 
Capitalization Rate 
3.6729 
me 3.1666 
28. 3.7500 
8.2500 


cover a loss of $18,677 as a result of 
its appliance sales and service activi- 
ties on the basis that this is an essential 
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part of the company’s promotional 
activity. This expense is not deemed 
unreasonable, in the light of the com- 
pany’s experience in attracting new 
business. For the same reason, the 
Commission allows the company’s 
claim for appliance merchandise in the 
rate base. On the other hand, the 
Commission declines to allow the item 
of $81,359 for merchandise accounts 
receivable as being an item which is 
not properly included in the rate base. 

The Commission accepts the com- 
pany’s policy of selling appliances to 
employees at a discount, but is firmly 
of the opinion that the employees 
should pay all out-of-pocket costs with 
respect thereto, including all allocated 
handing charges. The Commission is 
of the opinion that the 7 per cent 
charged does not cover these costs. 


No appliances should be sold at a loss 
to the company, including installation 
costs. 


After due consideration of the evi- 
dence presented, and a full investiga- 
tion of the situation by the Commis- 
sion and its staff, this Commission is 
satisfied that the Exeter & Hampton 
Electric Company would realize a net 
return of 5.92 for 1952 on its average 
rate base by making effective the fuel 
clause in the filed Tariff N.H.P.U.C. 
No. 4, now suspended, and raising the 
Tariff N.H.P.S.C. No. 3, now in ef- 
fect, to a proper level to recapture the 
money lost to the company annually 
by a corrective downward readjust- 
ment of the fuel surcharge. 

Our order authorizing the Exeter 
& Hampton Electric Company to sub- 
mit to this Commission for its consid- 
eration a new tariff designed to effect 
these results will issue accordingly. 


THORNTON, Commissioner dissent- 
ing: I cannot agree with the majority 
as to the cost of money, differing on 
the question of so-called embedded 
costs, used in computing the rate of 
the first mortgage bonds and 5-year 
notes. In my opinion, the rate of 8.25 
per cent allowed on the equity portion 
of the company’s capital is sufficient to 
meet the present dividend requirements 
and a proper payout ratio, on a reason- 
able earnings price ratio, with an accu- 
mulation to surplus adequate to cover 
all contingencies, including embedded 
costs. This being so, it appears that 
such embedded costs should not be 
included in the rate allowed on the 
debt portion of the company’s capital 
structure. 

Computed on this basis, I arrive at 
a present cost of money of 5.678 per 
cent. Assuming conversion in 1952 
of the present short-term loans to long- 
term obligations, I compute the cost 
of money at the end of the year 1952 
to be 5.89 per cent. 

The pro-formed 1951 income, as 
adjusted, of $123,546 makes ample 
allowance for expense items in excess 
of those incurred in the past, and the 
anticipated increase of $11,000 in 1952 
net operating income is conservative, 
in view of the increased general busi- 
ness activity in this area resulting 
from the proposed Newington Air 
Base. 

Accepting, however, an allowable 
net operating income of $134,000, and 
relating this income to a rate base of 
$2,231,860, we get a return of 6.004 
per cent, which, in my opinion, is ex- 
cessive and should be reduced to 5.9 
per cent. In all other respects I con- 
cur. 
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Burroughs Introduces New 
Multiple-Total Machine 


A NeW Burroughs multiple-total machine 
f£\ capable of giving totals up to 99 billion 
and handling four sets of figures simultane- 
ously, was shown for the first time recently 
it the Canadian National Exhibition, held in 
Toronto, according to John S. Coleman, presi- 
dent of Burroughs Adding Machine Company. 

The new compact, highly-streamlined ma- 

chine combines unique versatility of perform- 
ance with the over-all proportions and easy 

‘tability of desk model business mz ichines, 

Mir. Coleman said. 

In formally announcing the new addition to 
Burroughs’ already extensive line, he a 
“This new Burroughs is a fres 
new approach to the wants and needs of onan 
using business mé uchines daily. It is the result 
of five years’ engineering research effort 
prompted by the demand for a desk model 
adding-subtracting machine with enough ver- 
satility to meet all the normal adding and sub- 
tracting requirements of the average book- 
keeping and accounting system.” 

Production on two models is already under- 
way at Burroughs’ main Detroit plant, Mr. 
Coleman asserted. Two models of the new 
Burroughs were displayed at Toronto. 

One is a 13 column keyboard model. This 
model can deliver the 99 billion totals and has 
a new “internal memory” system making it 
possible to handle four sets of figures at the 
same time. The second is a 10 column machine. 

Each model will deliver instantaneous group 
as well as grand totals. In addition, each will 
add and subtract with equal ease and print true 
minus totals without extra operations, Mr. 
Coleman pointed out. 

Besides the 13 and 10 keyboard models, a 
model in each style will be available with a 
wide carriage. 


Transcontinental Gas to 
Repair Pipeline 


Pp: ANS to repair the recently damaged natural 
gas pipeline across The Narrows of New 
York harbor have been announced by the 
Transcontinental Gas Pipe Line Corp. The 
new 6,600 ft. crossing, one of the longest deep- 


water lines in the country, was fractured by 
the anchor of a Gulf Oil tanker late in July. 
The line had not been placed in operation for 
commercial deliveries of natural gas to metro- 
politan New York utilities. These are receiv- 
ing natural gas via Transcontinental’s Hudson 
river crossing completed in 1950. Repairs will 
be made by utilizing an over-water technique. 
Four or five derrick barges and auxiliary craft 


Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relating 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 


will haul several hundred feet of the line to 
the surface where the damaged section will be 
cut out and replaced. 


PG&E Awards Contract for 
Multimillion Dollar Tunnel 


CONTRACT was awarded recently for con- 

struction of a multimillion dollar tunnel, 
the first major element of Pacific Gas and 
Electric Company’s proposed new hydroelectric 
development on the Pit river in Shasta county. 
The Walsh Construction Company won the 
contract, according to an announcement in San 
Francisco by W. G. B. Euler, PG&E executive 
vice president. 

The tunnel will divert water from the river 
to the company’s proposed new Pit 4 Power- 
house. It will be four miles long, 19 feet in 
diameier and concrete-lined. The tunneling 
will take an estimated 24 years and a peak 
labor force of 350 men. 

Preliminary work already is in progress, in- 
cluding construction of an access road and 
a power line. Separate contracts are to be let 
later for construction of the powerhouse, pen- 
stock and generating equipment. 

Pit 4 will have a generating capacity of 
84,000 kilowatts and its overall construction 
cost is estimated at $25,000,000. It will be 
located approximately one mile upstream from 
the existing Pit 5 Powerhouse diversion dam. 


Servel Appoints A. E. Lee to 
Head Utility Division 
STABLISHMENT of a new public utility divi- 
sion within Servel’s general sales division 
has been announced by W. Paul Jones, com- 
pany president. 

The new division will be headed by A. E. 
Lee, who has been with the company for 23 
years. Mr. Lee will be manager of the division, 
= headquarters at the factory in Evansville, 

nd. 

“Our greatest success with the gas refrig- 
erator,” Mr. Jones said, “can be achieved only 
when we have invited and received the interest 
and enthusiastic participation on the part of 
gas utilities. This new division will seek the 





RECEIPTING MACHINES 


@ Complete selection of stub and 
coupon cutting receipters with 
interchangeable die blocks for 
all utilities purposes. 

Write for FREE Catalog. 


A. C. GIBSON CO., INC. sufrato's ~ Y. 
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in RECEIPTING 


Here's what an American Receiptor does in one 
operation: marks receipt paid; marks receipt with 
company names; marks both receipt and stub with 


location no., teller no. and date; severs stub from 
receipt. It does all those things automatically, in less 
than 3 second! And all marks are made by perfora- 
tions, so they are always legible . . . so they can 
never be changed. 


If you are using hand stamps for receipting, let us 
show you how you can more than make an American 
Receiptor pay for itself. Write for full description 
and list of many users. 


Outstanding service companies through- 
out the country use American Receiptors. 
A few users are: Consumers Power, 
Jackson, Mich.; Florida Power and 
Light; United Illuminating Co., New 
Haven, Conn.; Public Service Co. of 


‘ 
6 Colorado; and Indiana and Michigan 
Electric Co., South Bend, Ind. 


THE AMERICAN PERFORATOR COMPANY 
625 W. Jackson Bivd. Chicago 6, Illinois 


MERTEN 


wk PERFORATORS...SINCE 1910 
Sales and Service in ist Cities 
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best possible aggressive, cordial and equitabj 
cooperation between gas utility companies ang 
the Servel distributing organization to the eng 
that we may develop the greatest measure 9 
success for gas refrigeration.” 


New Duplex Signaling Unit 
Introduced by Hammarlund 


‘Ts HAMMARLUND MANUFACTURING Cox- 
PANY of New York city has announced 
the introduction of a new Duplex Signaling 
Unit consisting of a tone transmitter and fre. 
quency selective receiver designed to operate 
over wire lines, telephone or power line carrier, 
and radio or microwave communications cir- 
cuits. The units may be used to transmit and 
receive signaling, dialing, telemetering, tele- 
printing, supervisory controls or other infor- 
mation. 

The equipment is designed for use by pipe- 
line and power companies, railroads, airports, 
and other groups requiring remote on-off 
switching, continuous indication of _Operating 
conditions, and automatic detection of wire line 
or power source failures along their systems, 


Phila. Electric’s 200,000-KW 
Generator to Be Inner-Cooled 


HE 200,000-kw generator being built by the 
Westinghouse Electric Corporation for the 
Philadelphia Electric Company will utilizeg 
inner-cooling in both its rotor and stator, it 
was disclosed recently. Scheduled for shipment 
to the Cromby station in 1954, the generator 
will bring the station’s capacity to 350,000 kw. 
Inner cooling makes use of hollow generator 
conductors through which the hydrogen gas is 
passed. Bringing the hydrogen in direct cor- 
tact with the copper conductors increases the 
cooling effect of the gas to such an extent that 
considerably less copper and steel is needed 
per kilowatt of generator output. 
The 200,000-kw turbine-generator will be 
the largest single-shaft unit ever built. 


Titan Valve & Mfg. Introduces 
Tankmaster Kit 


Ts Titan Valve & Manufacturing Co, 
9913 Elk avenue, Cleveland 8, Ohio, at 
nounces its Tankmaster Kit, designed to facili- 
tate installation of thermostats on gas water 
heaters. 

The Kit is 
thermostat, pilot 
couple lead, 36-in. 
instructions. 

Complete information about the Tankmaster 
thermostat and Tankmaster Kit may be ob 
tained from the manufacturer. 


New Bulletin on Delta-Star'’s 
Outdoor High Capacity Switches 


ULLETIN No. 5207 describes the complete 
line of “B-2P” high capacity switches for 
outdoor service produced by Delta-Star Elec 
tric Company, Division of H. K. Porter Com 


complete with a» Tankmaster 
burner and 36-in. thermo- 
pilot line and fittings and 
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LEFFEL Hydraulic Turbines 


EFFICIENT * DEPENDABLE «+ SINCE 1862 


inother Leffel Job Well Done... 





= 





/perating . . 
wire line a: oe \ ee eV A view of the dam and powerhouse. 


The illustrations on this page show another instance where 
a Leffel turbine was specified for the expansion of existing 
hydraulic power facilities. For this installation a Leffel 
vertical propeller-type hydraulic turbine was used. Maximum 
rating 11,500 HP, under 67 ft. net head, speed 180 RPM. 

lowering the runner, shaft and coverpiate 
inte position. From initial design through final assembly a Leffel turbine 
receives the best in skill and attention. No effort is spared 
— during production to provide the materials and workman- 
ship necessary for long, trouble-free service. . 





Why not contact us today about engineering your turbine 
installation or rehabilitation? Our 90 years of hydraulic 
power experience are at your service. 
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— - 2437 W FE sna Clakon an 
i, oe . 2437 W. Fulton street, Chicago, Thomas & Betts Data Tells How 
The bulletin is fully illustrated by means To Use Aluminum Conductors 
of photographs, diagrammatic drawings, tables, 
etc. These heavy-duty switches utilize high- 
pressure contacts at clip and hinge ends with- 
out the use of threads or other complicated cable prompted Thomas & Betts Company, 
clamping devices. The cam-shaped pressure Elizabeth, New Jersey, to publish a series of 
applicator and other design features make the data sheets enclosed in a folder entitled “Mak- 
opening and closing operations of the “B-2P” ing Good with Aluminum.” It is pointed out 
easy and positive. “B-2P” switches are avail- that aluminum electrical conductors cannot be 
able in 2, 3, 4 and 5,000 amperes, up to 34.5 Kv. _ handled like those made out of copper and that 
Copies of the bulletin are available at Delta- | recommendations must be made with careful 
Star Electric Company, Division of H. K. consideration of specific job requirements. 
Porter Company, Inc., Att.: New Literature Five important aluminum characteristics are 
Department. listed and discussed in detail — conductivity, 
7 . oxide coating, susceptability to mechanical 
Foster VW heeler Appointment damage, expansion and contraction due to 
: g P temperature change and electrolytic action. The 
J. Lacock has been appointed director of — data sheets tell what to do about them when 
ant + purch ASES OF Foster \\ heeler ¢ orpatanon connecting aluminum wire and cable. 
and will be responsible for the operations of Saale eileen tial ieeaatidlinhl cindialitiaes 
the general purchasing department, according oi cen Gee ee arty as Ces ee 
to an announcement by Earl W. Mills, presi- MCM. P conductors From size #8 mo ow 
dent. Mr. Lacock replaces F. J. Swenson, who MCM. roper methods for removing insula- 
bine hewn with Foster Wheeler since 1921 and on and cleaning and connecting = 
will remain active as special assistant on pur- cables are illustrated. Drawings also expl 
chasing problems. the principle and installation of T&B Met hod 
Mr. Lacock, who is an industrial engineer, CO™PTession connectors. 
was with General Electric for 17 years. Since Copies of “Making Good with Aluminum” 
1947, he was district manager of sales for the are available from the Sales Department, The 
New York territory for Lukens Steel Corpo- Thomas & Betts Company, Elizabeth 1, New 
ration. Jersey. 


‘ | ‘HE urgent need for greater understanding 
in the use of aluminum electrical wire and 





Here's help in keeping steam and gas 
turbines running at peak efficiency 


HENEVER YOU WANT “HOW-AND-WHY” AN- 

SWERS to your questions on turbine operation and You'll find scores of 
maintenance here’s the book to consult. In it, you will find "how-to" helps 
a thorough explanation of all phases of turbine operation i ans 
and selection. Clear descriptions of both prime-mover types 

how to arrange nozzle 

of turbines are given, covering their arrangement and as- biecks in an impulse tur- 
sembly—the operating principles involved—perform- bine 
ance limitations—auxiliary and control devices needed how to shield blades — 
for operation—and the basic reasons for various pre- eee © ae 


Contents cautions to be observed. how to start a new turbine 
how to overhaul a turbine 


. Turbine Types 
2. Construction how to check turbine per- 
Derails STEAM AND GAS TURBINES | ° =<: 


. Turbine Lubri- how to design amplifytng 


cants and By BERNHARDT G. A. SKROTZKI devices for governors 
Lubrication Associate Editor, Power pe. A a modern 


‘ nnd and WILLIAM A. VOPAT how to use condenser air- 
. Steam Funda- Professor of Mechanical Engineering removal equipment 
how to design an evap- 


mentals The Cooper Union School of Engineering orater 


. Performance 
° ° it th 
3 Terbleo 395 pages @ 6x9 @ 356 illustrations @ $6.00 — oo sania 
overnors _ = " how to combine heat-con- 
Steom-tarbine THE BOOK OUTLINES HOW TO estimate ex- serving equipment 
ower ycie ; d A a others 
Aunilierics pected performances of new turbines, and how to check Fy 
. Gas Gattes on performance of existing turbines against original your job more efficiently 
guarantees or tests. Included are methods of comparing 
actual heat rate performance against the test of guar- 
antee curves of an existing unit. The short-cut methods, suggestions and techniques spotlighted in this 
guide can help you to analyze and correct quickly and easily any turbine trouble that may arise. 
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Tops for water, gas, sewer, tele- 
phone and power lines — leak 
clamp openings — highway and 
airport drainage... 


a LOOK AT THESE ADVANTAGES 
Ips @ One-man operation — cuts labor 
: cost, cuts need for air and hand 
b nozzle tools. 


ulse tur- 


des Fills — as it tamps — as it travels 





a turbine = 24 Pp ds in eith direction. 

v turbine (Photo 1) 

a Backfills from either side of trench 

nplifytng —fast, clean and smooth. (Photos 

oe 1 and 3) 

modern 

ser air- Tamps from side or straddling 

sale trench—delivers 380 foot-lb. blow 
45 times each minute. 

nt ther- 

aaa Lays pipe — pulls sheathing — sets 
valves — handles headache ball, 

perorm etc. (Photo 2) 

ciently 





More maneuverable—fewer traffic 
hazards—better public relations. 


in this 
For complete information on the CLEVELAND 


pic. 80 see your local distributor or write for this 
fully illustrated folder of facts and specifications. 


THE CLEVELAND TRENCHER CO. 
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NOW AVAILABLE! 
mie ae, PROCEEDINGS 


1951 CONVENTION 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 





Tis important edition contains valuable ma- 
terial on the subject of regulation of rates and 
service of public utilities and transportation 
companies including the following: 


Valuation, The State Commission, and Section 19a—Telephone Toll Rates—Keeping 
the Public Better Informed Concerning the Duties and Activities of the State Regu- 
latory Commission—Utility Regulation Under Rising Cost Conditions—State Taxation 
of Motor Carriers of Property—Natural Gas Supply Problems—Accounts and Statis- 
tics—Engineering—Legislation—Resolutions adopted by the Association. 


Price—$ 10.00 


OTHER PUBLICATIONS OF THE ASSOCIATION 
Telephone Sepcrations Manual 


Message Toll Telephone Rates and Disparities: 

This report of the NARUC-FCC Joint Toll Rate Subcommittee represents the results of 
a two-year study by the Subcommittee with the cooperative efforts of other able people 
who served as associates and contributors in the preparation of the volume. The report is 
in printed form with hard-bound cover and contains 400 pages of text, tables and charts, 
presenting for the first time comprehensive factual data with respect to message toll tele- 
phone service, rates, costs, and disparities in rates. This report covers the subject from 
both the interstate and intrastate approach 





Depreciation: 

1943-1944 Reports of Committee on Depreciation (Reprinted in one volume because of 
special demand). The reports present a very comprehensive and complete analysis 
of the problems of depreciation in public utility regulation and set forth conclusions 
concerning the policies and practices which should be followed in respect thereto. 
(326 pages, paper bound) 

1948) Letter Symbols for Mathematics of Depreciation 

1948) Half Cycle Methods of Estimating Service Life 

1950) Remaining Life Basis of Accounting for Depreciation 


Interpretations of Uniform System of Accounts for Electric Utilities— 
Cases Nos. 45-118 (1938-1951) 
Interpretations of Uniform System of Accounts for Gas Utilities— 
Cases 1-79 (1938-1951) 
Interpretations of Uniform System of Accounts for Water Utilities— 
Cases Nos. 1-64 (1938-1951) 
(When remittance accompanies order, we pay forwarding charges.) 


NATIONAL ASSOCIATION OF RAILROAD AND 
UTILITIES COMMISSIONERS 
7413 NEW POST OFFICE BUILDING, POST OFFICE BOX 684 WASHINGTON 4, D. C. 
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Part of installation of 60-cell DME-17 Exide-Manchex in Faraday Street 
Substation of Worcester County Electric Company, Worcester, Mass. 


MORE THAN 25 YEARS OF SERVICE—THEN ANOTHER EXIDE—THE... 


\_ Exide -Manchex BATTERY 





January, 1926, the Worcester County 
Electric Company installed in its Fara- 
lay Street Substation a 55-cell EMG-9 
Exide Battery. Not until last October, 
2) years and 9 months later, was it 
placed. Again, the company’s choice 

as an Exide—the new, improved 
tide-Manchex, now on duty provid- 
ng power for switchgear operation, 
mergency lights and other services. 


lou, too, can depend on the Exide- 
lanchex for positive switchgear opera- 
ion... instantaneous power, when 
nd as needed .. . extra long battery 


cieeiaiaill 


life... low costs of operation, main- 
tenance, depreciation. 


Use the Exide-Manchex for all your 
stationary battery requirements. You'll 
find Exide-Manchex your best battery 
buy ... at any price. 

Various sizes and types of Exide Bat- 
teries, up to 100 ampere hours capacity, 
are available in plastic containers. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 2 
Exide Batteries of Canada, Limited, Toronto 
“EXIDE" and “MANCHEX” Reg. T.M, U.S. Pat. Of. 


88... DEPENDABLE BATTERIES FOR 64 YEARS...1952 
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throw 
your staff | 
eff balance? | 











Special problems are sure to arise in your business, demanding extra effort from 
your key executives. Added to their regular duties, this puts an undue strain on 
them—perhaps even lowers their efficiency. Yet, adding personnel to your permanent 
payroll can throw your staff off balance when the job is completed. 

A good way to handle these special problems—with dispatch, economy and efficiency 
—is to call in outside specialists. For almost fifty years, companies have called on 
EBAsco’s engineers, constructors and business consultants to help with such prob- 
lems. For them, Esasco has made business{studies, prepared financial programs, 
set up systems for production control and cost accounting, and performed many 
other valuable services. In design and construction, EBasco has planned and built 
over a billion dollars worth of new plants all over the world. 

Services like these can mean more efficient operation of your firm... can relieve 
you and your other top executives of a myriad of details that might otherwise prove 
burdensome. In the long run, the savings you effect by calling in Esasco far out- 
weigh the reasonable cost. 

To find out how EBAsco can serve you, send for your free copy of ‘“The Inside Story 
of Outside Help.” Address: Ebasco Services Incorporated, Dept. E, Two Rector 
Street, New York 6, N. Y. 


EBASCO SERVICES 


vi COmsray INCORPORATED 


New York + Chicago + Washington, D.C. 
EBAStoy: Appraisal - a Buses Sates Consulting Engineering - Design & Constrection - Financial 
+ Inspection & Expediting - Insurance, Pensions & Safety 


“ety, ua anaimme. ey tt Rates & Pricing » Research - Sales & Marketing 
Systems & Methods - Taxes - Traffic - Washington Office 
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Opportunities for economic hydro-electric development 
are illustrated in this modern, unattended outdoor station 
of the California-Oregon Power Company. Simplified 
design, using package-type equipment, cut construction 
costs. Station is rated 21,176-kva, 6900-volt generator, 
transmitting at 132,000 volts. 


velopment of marginal hydro-electric sites 


of several package-type electrical equip- 
for hydro-electric stations, this model is 
inspected by J.B. McClure, Manager, G-E 
Generation Div. Co-ordinated equipment 
simplifies installation. 


With low operating costs and simplified modern construc- 
tion, small hydro-electric stations can be profitable 


At a time when growing power demands tend to put the spot- 
light on larger and larger generating stations, electric utilities 
are showing marked interest in small unattended hydro-electric 
developments. 

The reasons may be found in the increased opportunities for 
economical construction and operation offered through modern, 
factory-assembled equipment and proved methods of automatic 
control. 

Engineered by General Electric, compact, package-type elec- 
trical equipment for hydro-electric stations is readily adaptable 
to remote control automatic or semi-automatic operation. Out- 
door installation means simplified design and reduced expense. 

Modern engineering advances, typified in these dependable, 
factory-assembled equipments, will speed development of water 
power to the maximum possible economic limits. General 
Electric Company, Schenectady 5, N. Y. 301-186E 


GENERAL @@ ELECTRIC 
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AN ARCHITECT GOT A MONEY-MAN TO ADMIT, 


“[ never thought of floors in relation to earning power” 











“Floors are such a small fraction of total cost, one tends to forget 
that floor space is actually what a building is for. You say a steel 
Q-Floor costs less than the carpet to cover it? Yet it provides 
electrical availability over the entire exposed area of the floor. And 
the steel construction, being dry, reduces building time 20 to 30%. 
These are factors any investor can easily translate into terms 

of money saved. They mean more revenue over the years 

and earlier revenue right from the start. Let’s look at the details—” 


Write for the simple facts— 
H. H. ROBERTSON COMPANY 


2424 Farmers Bank Building, Pittsburgh 22, Pennsylvania 
Pectories in Ambridge, Po., Hemilten, Ont., Ell port, Englend 





Offices la $0 Principal Cites or Werld- Wide Building Service 


HERE'S WHAT THE ARCHITECT SHOWED 


wo 


AAAs 


Why Q-Floor reduces building time 
20 to 30%. 


QFloor is steel subfloor, delivered pre 
cut. Two men can lay 32 sq. ft. in 30 see 
onds. Construction is dry, incombustible. 
The Q-Floor is immediately used as plat- 
form by other trades. No delay for wet 
materials. No forms, no falsework, or fire 
hazard. Even when steel is slow in delivery, 
steel is still faster. You must allow time for 
demolition and tion. By that time, 
the steel is ready. Steel construction gives 
a faster completion date. Completion time, 
not starting time, determines how soon 
your investment pays off. 





Why Q-Floor keeps a building modern. 


The steel cells of Q-Floor are crossed over 
by headers for carrying the wires of every 
electrical service, regardless of how many 
new business machines may be invented. 
An electrical outlet can be established on 
every six-inch area. It requires but a small 
hole, takes literally only a few minutes. 
No muss with trenches. Tenants can have 
as many outlets, changed as often and 
located exactly, as they please. Such per- 
manently flexible floor plans keep a build- 
ing permanently modern. The exterior may 
grow old-fashioned, but with live arteries 
of power in the floors, the building itsell 
will never be electrically outmoded 
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Power for the plains. UD-14 (front) and a UD- 
Midland, South Dakota, and surrounding ranches. Superintendent Dick Young runs plant alone: 


International power plants provide all 
electricity and water for Midland, South Dakota 


Dut on the South Dakota plain between 
Pierre and the Badlands, self-sufficient 
Midland uses three International engines 
0 pump all its water and generate all its 
lectricity. 

A UD-18 and a UD-14 power the gener- 
ttors of the Midland Power and Light 
ompany and Superintendent Richard H. 
oung says, “‘Our UD-18 has run 24 
ours a day since 1947 stopping only 
or oil changes, overhaul and once 
when a lube oil filter blew out. I can 
eave these engines powering the town 
all night long with nobody around.”’ 


ae 
18 keep lights on and the refrigerators cool for 


’Cross town, Water Superintendent Scho- 
field says, ‘‘Our UD-6 is a real pumper. 
It always starts and has given us no 
trouble in four years. It easily takes 
care of our peak load of nearly 15,000 
gallons an hour.’’ 

International power can be depended on 
to meet your own requirements with top 
performance and economy. 

Your International Industrial Distribu- 
tor or Power Unit Dealer is ready with 
service when needed to keep your engines 
in top condition. Any way you look at 
it, it pays to power with International. 


INTERNATIONAL HARVESTER COMPANY, CHICAGO 1, ILLINOIS 


SEE VOU 
AT THE POLLS / 


INTERNATIONAL 


" POWER 
8 | THAT PAYS 


saTRAmATIOmAL 
manvesten 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 





How to make his job easier.. 


too! 


He doesn’t need to subtract, or even 
write the figures longhand. And the 
Accounting Department doesn’t ques- 
tion his arithmetic or his handwriting. 

He records the meter readings with 
only a few simple pencil marks on IBM 
Cards. His job is easier . . . results are 
better. 

But this is only a small part of the 


Nh; 





story. Other IBM electronic develog 
ments have improved all phases 0 
customer accounting . . . includin 
bill calculation and audit functions. 


IBM’s leadership in applying electron 
ics to business machines has given uti 
ties a ready means for reducing costs : 
well as providing better service fe 
their customers. 


INTERNATIONAL BUSINESS MACHINES CORPORATIO 
590 Madison Avenue, New York 22, N. Y. 
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Where dependability counts, you'll find Dodge! 


axle shafts, extra-long alloy steel springs. 


Public utility trucks must be ready to go 
... night or day, rain or shine, come hail 
or high water. More and more utilities, 
like Southern California Edison, are using 
Dodge ‘‘Job-Rated”’ trucks. 

Dependability is a big red MUST with 
Dodge. You’ll find it in such features as 
moistureproof ignition system, high- 
torque capacity starting motors, positive- 
pressure lubrication system. 

You'll get long life, too, thanks to deep, 
broad-shouldered frames, shot-peened rear 


-“_ oy 
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What’s more, Dodge offers a wide range 
of engines with 4-ring pistons, chrome- 
plated top rings, exhaust valve seat inserts 
. . . ease of handling due to short wheel- 
base and wide front tread . . . real driver 
comfort from chair-height seats, greater 
visibility, big positive brakes. 


There’s a Dodge ‘“Job-Rated” truck to 
meet your needs. See your friendly Dodge 
dealer today. 


a & 


DODGE wbRond TRUCKS 
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DIFFERENTIAL PRESSURE CONTROLS 
FOR LOW OR HIGH PRESSURES 


MERCOID 


FOR LOW PRESSURES 


Mercoid Type PPQ Diaphragm Dif- 
ferential Pressure Controls operate 
from minute changes (.03” water) in 
the difference between two pressures. 


Ranges to cover most applications 
(inches of water) 6” vacuum to 6” 
pressure, and 30” vacuum to 30” pres- 
sure. Available for various circuit 
arrangements. 


Electrical Capacity—0.3Amp. at 115V., 
A.C. or 0.15Amp., at 230V., D.C. Can 
be furnished in explosion-proof or 
weather-proof cases. 


WRITE FOR BULLETIN CA-3P 








FOR HIGH PRESSURES 


Mercoid Type BB Differential Pres- 
sure Controls open or close a switch 
contact according to a change in the 
difference between two pressures. 


Type BB employs two Bourdon tubes, 
each responsive to a pressure con- 
dition to operate a Mercoid Magnet 
operated mercury switch as the dif- 
ference in pressure between them in- 
creases or decreases. Available in 
ranges 60 p.s.i. to 2,500 p.s.i. 


Electrical Capacity—A. C. 115V., 
5Amp., 230V., 2Amp., D. C. 115V., 
2.5Amp., 230V., 1Amp. 


WRITE FOR BULLETIN CA-6DP 








> EQUIPPED WITH MERCOID HERMETICALLY SEALED MERCURY SWITCHES 








If you have a control problem involving the automatic 
control of pressure, temperature, liquid level, mechan- 
it will pay you to consult 
Mercoid's engineering staff—always at your service. 


ical operations, etc., 








‘THE MERCOID CORPORATION: 


°4209 W. 
: New York: 205 East 42nd St. 


eer ee oeeeeevevee® 


BELMONT AVENUE, CHICAGO 41, 
Phildadelphia: 3137 N. Broad St. 


o+rereee 


ILLINOIS: 
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PROFESSIONAL DIRECTORY 


¢ This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, financing, design, and construction. » » 





Tue American AppraisAt Company 


ORIGINAL COST STUDIES @ VALUATIONS © REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 


NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








AMERICAN CALIQUA COMPANY 


CONSULTING ENGINEERS 
HIGH TEMPERATURE WATER DISTRIBUTION SYSTEMS 


Space Heating and Industrial Processing 
District and Municipal Heating 


10 E. 39th St., New York 17, N. Y. 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 








Ford, Bacon & Davis 
Ase Engineers oes ess 


NEW YORK @ CHICAGO @ LOS ANGELES 








GIBBS & HILL no. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 


NEW YORE LOS ANGELES 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 








INCORPORATED 
ENGINEERS © CONSULTANTS © CONSTRUCTORS 


NEW YORK + READING + WASHINGTON + HOUSTON + PHILADELPHIA - ROME * MANILA > MEDELLIN 


GA GILBERT ASSOCIATES 


FOUNDED 1906 











W. C GI~tMAN & COMPANY 
CONSULTING ENGINEERS 
Valuations — Depreciation Studies — Rate of Return 
Investigations and Reports for Financing 
Transit and Traffic Surveys — Fare Studies 
55 Liberty Street New York 5 








JAY SAMUEL HARTT 


CONSULTING ENGINEER 
327 South LaSalle Street a CHICAGO « Telephone HArrison 7-8893 








Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 








CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


231 So. LaSalle Street Chicago, Illinois 








Gustav Hirsch Organization, Inc. 
Consulting and Supervisory Engineers 


1347 West 5th Ave., Columbus (12) Ohio © Telephones: L. D. 78—Kingswood 0611 
ALL PHASES OF PUBLIC UTILITY ENGINEERING AND SUPERVISION OF CONSTRUCTION. 








HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1384 HOLLY AVENUE ° COLUMBUS, OHIO 











JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGA 
APPRAISALS—INVESTIGATIONS DEPRECIATION STUDIES— 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 











Mention the FortNIGHTLY—It identifies your inquiry. 
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PROFESSIONAL DIRECTORY (continued) 
She huljian Coyporalton 


ENGINEERS ° CONSTRUCTORS 





POWER PLANT SPECIALISTS 


DESIGN « CONSTRUCTION e MANAGEMENT 
SURVEYS e INVESTIGATIONS e¢ REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA 








William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
Utility Management Consultants Specializing in aseuLAtony 


GAS D 
ce COST ANALYSIS por) 
for past 35 years 
Send for brochure: ‘'The Value of Cost Analysis te Management’’ 


N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 














CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
Gas Turbine Installations 
80 FEDERAL STREET “<s BOSTON 10, MASS. 








TAXES 


RATES 

SAFETY MIDDLE WEST FINANCE 
PENSIONS INSURANCE 
BUDGETING SERVICE ADVERTISING 








PERSONNEL co ACCOUNTING 

ENGINEERING e SALES PROMOTION 

STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 
Pioneer oes i paraarran Co. 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 


CONSULTING, DESIGNING AND 


OPERATING ENGINEERS 
PURCHASING 





331 SOUTH LA SALLE STREET. 











Designing + Engineering» Construc- 
tion + Piping « Equipment « Surveys 
* Plans + Steam or Diesel Power 
Plants, Alterations, Expansions 





(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 


THE RUST ENGINEERING co. |||" 


Power Plant Design and Construction 
Boiler Settings, Chimneys, Equipment Erection 


PITTSBURGH, PA. BIRMINGHAM, ALA, 











os 


SANDERSON & PORTER Sap 








ENGINEERS 
AND 
CONSTRUCTORS 1 
Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 2. 
Ustilities—Industrials 
Studies—Re ports—Design—Supervision 
Chicago 3, Ill. | 








The J. G. WHITE ENGINEERING CORPORATION J 


Design—Construction—Reports—A ppraisals 
Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 40 








Whitman, Requardt and Associates 
Publishers of the 35-year-old 
DESIGN — CONSTRUCTION HANDY-WHITMAN INDEX 











for Public Utility 
REPORTS — VALUATIONS Construction Cost Trends 

Including Hydro-Electric Properties 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND . 
ALBRIGHT & FRIEL INC. EARL L. CARTER u 

Consulting Engineers Consulting Engineer 
on caer a eee ee somereate os somes, sav Vala. ove 
1 

Power Frarte, (esd Central Publie Utility Valuations, Reports and ’ 

City Planning, — a and Rates Original Cost Studies 
121 SOUTH BROAD ST. PHILADELPHIA 7 910 Electric Building Indianapolis Ind. ‘3 














BopDyY-BENJAMIN ENGINEERS, CONSTRUCTION AND 


ASSOCIATES, ING. MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSULTING ENGINEERS 
Power Plant Design, Specification and 
Construction Supervision eee, Bek Si om. me >) 





Soonemts ond Ed ioden ond Goo GAS ano SERVICE CO. 
28 WEST ADAMS DETROIT 26, MICHIGAN 327 Se. LaSalle $?., Chicago 4, IIL 




















Mention the FortNIGHTLY—I¢ identifies your inquiry 
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GANNETT FLEMING CORDDRY AND CARPENTER, INC. 


ENGINEERS 
HARRISBURG, PENNSYLVANIA 


Reporte—A 


Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 
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LUTZ & MAY 


1té 





g Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGN—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 





FRANCIS S. HABERLY 


CONSULTING ENGINEER 


Valuations — Depreciation 
Investigations and Reports 


122 SoutH MICHIGAN AVENUB, CHICAGO 








A. S. SCHULMAN ELEctric Co. 


Electrical Contracting Engineers 


TRANSMISSION LINES—UNDERGROUND Distri- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


CHICAGO Los ANGELES 





HARZA ENGINEERING CO. 


Consulting Engineers 


L. F. 
E. MONTFORD FUCIK CALVIN V. DAVIS 
Hydro-Electric Power Projects 
on , System Management, 
Dams, Foundations, Harbor Structures, 
Soil Mechanics 
400 W. MADISON ST. CHICAGO 6, ILL. 








SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 





JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 





DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS — EXAMINATIONS — APPRAISALS 
MACHINE DESIGN — TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 





Testing + Inspection * Consulting 
Product Development & Research 


UNITED STATES TESTING COMPANY, INC. 


Hoboken, N. J. 


Boston * Chicago * Denver * Los Angeles 
Memphis « New York * Philadelphia * Providence * Dallas 











LAURENCE S. KNAPPEN 
Consulting Economist 


Cost of Capital and Rate of Return Studies 
Analyses of Financial Statements 
Rate Case Investigations 
Revenues and Expenses 
919 Eleventh Street, N.W., Washington |, D. C. 
Telephone: National 7793 











WESTCOTT & MAPES 


Incorporated 
ARCHITECTS ENGINEERS 
VALUATIONS — STUD — REPORTS — 
DESIGN — SUPERVISION 


UTILITIES — INDUSTRIAL PLANTS 
INSTITUTIONS — SCHOOLS — PUBLIC WORKS 


NEW HAVEN CONNECTICUT 





LARAMORE AND DOUGLASS, INC. 


CONSULTING ENGINEERS 


POWER PLANTS 
TRANSMISSION DISTRIBUTION 
DESIGN—REPORTS—APPRAISALS—RATES 


79 East Adams Street Chicago 8, Illinois 














LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatige St., Cxicaco 








Representation in this Professional 
Directory may be obtained at very 
reasonable rates. Kindly address in- 
quiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C. 











Mention the FortNiGHTLY—It identifies your inquiry 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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*Abrams Aerial Survey Corporation 

Albright & Friel, Inc., Engineers 

*Alien & Company 

American Appraisal Company, The 

American Caliqua y+ Cccccccccceccces ee 
American Perforator Co. 

*Analysts Journal, The 

A-P Controls Corporation 

Automatic Electric Co. So SESeCOSSOCS CORE SCCeS 20-21 


Babcock & Wilcox Company, The 
Barber-Greene Company 

*Bituminous Coal Institute 

Black & Veatch, Consulting Engineers . 
Pr a Division of Blaw-Knox Co. 


*Bl ompany 
Sedey-Dectonte Associates, Inc. 
*Burroughs Adding Machine Co. 


c 


Carter, Earl L., Consulting Engineer 
Cleveland Trencher Co. +, The 
*Cochrane Corporation 

Columbia Gas System, Inc. .. 
Commonwealth Associates, Inc 
Commonwealth Services, Inc. . 
Consolidated Gas and Service Co. 


Day & Zimmermann, iInc., Engineers 
Dodge Division of Chrysler Corp. 
*Drexel & Company 


Ebasco Services, Incorporated 

Electric A. 4 Battery Company, The 
Elliott Co 

*Equitable. 


*First Boston Corporation 
Ford, Bacon & Davis, Inc., Engineers 
*Foster Wheeler Corporatio tion 
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Gannett Fleming Corddry and Carpenter 

— eneral Electric Manufacturers Association .... 
lectric Company | 

Gives & | wr eg 9 

Gibson, A. C., ~~ ny, ° 

Gilbert Associates, nc., ‘. =e 

Gilman, W. See Company, Engineers 

*Glore, Fo 

*Guaranty 





Haberly, Francis S., Consulting Engineer 
*Halsey, Stuart & Company, Inc 

Hartt, Jay Samuel, Consulting Engineer 
Harza Engineeri Co. 

Hill, Cyrus G., Engineers 

Hirsch, Gustav, Organization, Inc. 
Hoosier Engineering Company 


1 
International Business Machines Corporation .... 


International Harvester Company, Inc, 
Irving Trust Company 
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Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers 


*Kidder, Peabody & Co. 
King, Dudley F. 

*Kinnear Reeutacturing Coanamiey The kita 
Knappen, Laurence S., 
*Koenig Iron Works 
Kuljian Corporation, The 





*Lambert & Co. 

*Langley, W. C., & Co. 

Laramore and Douglass, Inc., Engineers 

Leece-Neville Co., The 

Leffel, 

Lefer, William S., 

sLehman. Brothers’ é° niches 
ncoin Engraving Printing Corp. 

| pene ay F. “4 Compan ration *. ‘ 
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Lucas & Luick, Eng oe 





Main, Chas. T., Inc., Engineers 

Mercoid Corporation, The 

*Merrill Lynch, Pierce, Fenner & Beane ... 
Middle West Service Co. 

*Morgan Stanley & Company 

Motorola, Inc. 


National Association of Railroad and Utilities 
Commissioners 


*Pacific pa, | 
Pioneer Service a E 
Pritchard, J. F., 


- ~ qnepys Company .. 


Recording & ee Corporation 

Remington Rand Inc. ............ Inside Front ee 
Robertson, H. H., Company 3 
Rust Engineering Company, The 
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Sanderson & Porter, Engineers 

Sargent & 7% mn my rs 

Schulman, A. S$ ric Co., Engineers 
Sloan, Cook & to Consulting Engineers .... 
*Smith, Barney & Co. 

Sorg Printing Company, Inc. 

Southern Coal Company, Inc. 

*Sprague Meter Company, The 


*Tri-Line Company 


*Union Securities Corporation 
United States Testing Co., Inc. 
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Westcott & Mapes, Inc., Engineers 
Westinghouse Electric Corporation Outside out eon 
White, J. G., Engineering Corporation, eee 
Whitman, Requardt and Associates 
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Recently expanded 
ahd modernized mills 
oft Louisville Cement 


y Stes C4., located in Speed, 
= : 
Py, ee > Indiana. 


Louisville Cement Co.'s, nationally known Speed Portland Cement, Hi-Speed, high 
early strength cement and Brixment masonry cement are products of strict adherence 
to high standards of quality and utmost efficiency in production. 





Modern Sunlight Mine in Indiana; typical of Southern’s extensive coal operations, 


DUTHHERN’S versatile COAL SERVICE EFFECTS FUEL SAVINGS 
THAT HELP LOWER LOUISVILLE’S PRODUCTION COST 


Southern’s ability to apply a coal of consistent uniformity to Louisville’s 
kiln firing and intense heat producing requirements is an important 
contributing factor in reducing over-all production costs. Precision 
prepared coal from Southern’s Sunlight mine continuously meets these 
rigid burning specifications through dependable daily performance. 


Uv CAN 


You also may effect substantial fuel and production economies by 
doing business with Southern. 


You have the advantages of wide selection, dependable supply. 
Southern’s big producing mines in Indiana, Western Kentucky, Ohio 
and Illinois are favorably located to serve you—10,000,000 tons annual 
capacity .. . In modern preparation plants, processing operations are 
rigidly controlled. Coals are washed, precision sized, graded and 
laboratory tested daily—engineered to strictest industrial specifications 
for quality and uniformity. 

Learn more about how you can lower your steam and production costs. Your 
nearest Southern office will gladly submit recommendations and proposals 
applied to your specific burning requirements. 


RELY ON SOUTHERN’'S ENGINEERED INDUSTRIAL COALS 


GENERAL OFFICE: 333 North Michigan Avenue, Chicago 1, Illinois 
OFFICES IN: Chicago, Lovisville, Memphis, Nashville, St. Lovis 
Sinclair Coal Company, Kansas City, Mo., Western Representative 
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This modern Westinghouse Svwitchge 
stallation protects auxiliary circuits at 
steam station of Western Massach 
Electric Company, Springfield, Massa 


"COSTS LESS to apply... 


to install" 


The experience of Western Massachusetts 
Electric Company demonstrates how West- 
inghouse Low-Voltage Switchgear helps to 
reduce power control costs. Specifically, 
they report: 
Use of factory-assembled, low-voltage switch- 
gear, in connection with the supply to 
station auxiliaries on our West Springfield 
plant, resulted in appreciable savings in 
two ways: 
1. Use of standard, factory-assembled switch- 
gear simplified installation and effected 
savings in installation costs. 


2. Where switchgear is located adjacent to 
equipment being supplied, it was possible 
to use feeder breakers to control some 
of the large motors; thus, eliminating 
special motor-control equipment. 


For central station services, industrial 
plants or large commercial buildings, 
Westinghouse Low-Voltage Switchyear 
offers you this same, safe, low-cost mans 
of protecting vital electrical services. 
For complete information send for 
Booklet B-5282-D. Address: Westingh 
Electric Corporation, P. O. Box 
Pittsburgh 30, Pennsylvania. J-60 


LOW-VOLTAGE 
SWITCHGEAR 





